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Communicating customer value in creative ways 


Regina Abramova modeb apparel selected for her through “Fashion 
Takes Action," a Sears int^jated marketing ptt^pam in which top 
fashion editors help women who are reentering the workplace select 
outfits from Sears that enhance self-confidence and setf-lmage. Regina, 
who works in New York Citir* is wearing fashions from Sears spring 1999 
collection. Participating editors are from Cosmopolitan, Elio, Essence, 
Harper’s Bazaar, Glamour, Latina, Mademoiselle. Marie Claire, Mode, 
Redbook, Self and Vogue. 












































































To Our Shareholders 



Arthur Martinez, chairman and 
chief executive officer, talking 
with Preston Clark, general 
manager of Sears Torrance, 
Calif, store. 


The year 1998 produced a number of measurable successes, but on balance was challenging. 
Most importandy, we achieved dramatically improved results in our credit segjuent. Within our 
retail segment, we continued our leadership in hardgoods in our full-line and specialty stores, 
achieving solid sales and market share gains. These gains were ofTset, however, by a slowdown in 
our apparel business. We continued to invest in our services segment, which we consider to be an 
extraordinary opportunity for Sears even though we did not reach our aggressive growth targets 
for 1998. We made substantial progi'ess in streamlining our business portibho, with transactions 
involving our HomeLife furniture and Western Auto/Parts America businesses. We also continued 
to manage expenses well, with selling and administradvc expenses as a 
percentage of total revenues reduced year over year. 

Because strong credit and international results helped offset a decline 
in retail results, earnings per share, excluding noncomjjarable items, were 
$.8.32 in 1998 versus $3.27 in the prior year. 

Credit business rebounds after difficult year 

Our credit card business results improved substantially in 1998 after the 
disappointing results of 1997, which included a significant increase in the 
provision for uncollectible accounts. To successfully address these chal¬ 
lenges, we improved our risk-management capabilities, added nearly 1,000 
collectors and made significant investments in productivity initiatives. 

We began to benefit from these efforts in the second half of 1998 
and saw a decline in dehncjuencies, bankruptcies and charge-offs. .4s we 
look ahead in 1999, a number of new initiatives in our credit business 
will be implemented, including the transition to a state-of-the-art customer 
account management system. To be completed in mid-1999, our new credit 
system allows us to enhance our relationship with our credit customers. 

We also reached final resolution of a major credit compliance issue. Since learning in early 
1997 that our credit reaffirmation practices with bankrupt customers were deficient, we corrected 
our practices, repaid the affected customers and settled related lawsuits. In Februar)' 1999, we 
reached agreement with the U.S. Attorney to settle related complaints, whicli included accepting 
a fine of $60 million. Although die fine will have no impact on 1999 results because of the charge 
taken against earnings in 1997, it is a particularly grapluc reminder to us all of the importance of 
operating with integrity at all times. 


Retail segment led by strength in hardgoods 

We offer an outstanding combination of products, services and value in our hardgoods businesses. 
In our fiill-line stores, 1998 sales ol home appliances, lawn and garden products, and home elec¬ 
tronics were up 9, 10 and 6 percent, respectively, on a 52-week basis. Customers in smaller 
communities overwhelmingly continued to choose our dealer stores for these products. 

Our free-standing hardware stores also experienced steady sales growth as customers patronized 
their convenient neighborhood locations. 

Our strong execution m these businesses provides an excellent model for our other retail 
businesses: offer a strong assortment of national brands, complemented with outstanding propri¬ 
etary private brands such as Kenraore and Craftsman; provide multiple ways for customers to shop 
with us - full-line stores, specialty’ stores, catalogs, direct mail and the Internet; add a high level of 
customer sennee before, daring, and after the sale, supported by excellent credit offerings; do diis 
at a ver)' competitive price; and, importandy, tell the customer about it in a clear and compelling 
way. The customer re.sponds to this value proposition, and it is the heart of our game plan for 
1999 across our retail, sendees and credit businesses. 
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Renewed focus on apparel offerings 

Despite the fact that several apparel categories did well - including women’s special sizes, fine 
jewelry, cosmetics and fragrances - our softgoods sales lagged in 1998 after five years of consistent, 
substantial growth. We are working diligently to correct the situation. This will require editing our 
fashion assortments and reducing the number of suppliers and items offered, as well as strengthen¬ 
ing our ]jortfolio of national and ])rivate brands. Improving the clarity and competitiveness of our 
apparel offering is central to success in tliis liotly competitive arena. 

For example, in addition to collections from First Issue, a Liz Claiborne company, we will 
begin carrying a line of Benetton sportswear in 1999. Both are Sears exclusives. We also have 
strengthened our private brands, fiirther expanding Crossroads for women, Fieldmaster and CRB 
Kliakis for men and TKS Basics for children. These have the potential to become the ‘‘Kenmore'’ 
and “Craftsman” brands of our apparel business -- offering the quality and style customers want at 
unbeatable prices for the value provided. We also are in the process of refocusing our marketing 
approach to better highlight our strong value proposition. 

We will build upon the hve-year, $4 billion store remodeling program we began in 1993. 

Last year we substantially completed our program, raising the balance of softgoods selling space 
in our 845 full-line stores and transforming them into more exciting, contemporary places to 
shop. Our new focus will be on creating more in-store shops to display brands in a relevant, 
customer-friendly way. 

Opportunity in home services, direct response and electronic commerce 

We continue to see a major growth opportunity in home services through Sears HomeCentral. 
wliere we are the market leader in every major category we vserve. Even though Sears is five times 
the size of the next largest player, our $3 billion business represents a small share of the $175 bil¬ 
lion home services market and offers a tremendous opportunity for us. 

Within home services, we did well in 1998 in pi'oduct repair and service contracts. In home 
improvement services, we continue to make selective acquisitions - last year tliey were in remodel¬ 
ing and caqret cleaning - that increase the scale and scope of our service offerings. Integration of 
these comjjanies, coupled with slower acquisition of new customers, affected home improvement 
services performance, winch did not meet our aggressive goals. 

In 1998 we also established Sears Direct, wliich includes our existing, highly successhil 
direct response business as well as our new electronic commerce initiatives. Scars Direct utilizes 
Sears extensive customer information database to offer products and services targeted to individual 
customer needs. Through our Sears, Craftsman and Wish Book websites and future Internet-based 
offerings, we are creating virtual stores diat are always open and responsive to our customers. 

Continued improvement in Canadian operations 

For the second consecutive year. Sears Canada produced outstanding operating results. Canada’s 
aggressive growth strategy included refurbislhng full-line stores and expanding its dealer and furni¬ 
ture store networks. We expect continued growdi in 1999 as Sears Canada further implements die 
strategic initiadves drat produced its dramatic turnaround. The unfavorable cliauge in die Canadian 
dollar exchange rate makes the reported increase less robust dian it actually was. 

Modified specialty store portfolio 

We modihed our specialty store business portfolio in 1998 to focus more closely on our core 
operations and to free up capital that can be redirected to produce higher returns. For example, 
we merged our Western Auto and Parts America stores widi Advance Holdings, Inc., one of 
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the nation’s leading pans and accessories retailers. Tliis 
partnering provided us willi S175 million in proceeds and 
will allow us to participate in the market leadership and 
upside potential of the combined company through our 
40 percent ownership stake. 

Our remaining automotive business, which is 
comprised of NTB National Tire & Battery stores and 
Sears Auto Centers, was affected by our focus on putting 
a solid infrastructure in place to support future growtli. 
NTB is now well positioned to gain market share as its 
name gains consumer recognition. 

We also sold our HomeLife ftirniture business injauuar)' 1999. The transaction generated 
$ 110 million in proceeds and offers growth potential flirough Sears 19 percent ecjuity stake in 
the new company. 

Priorities for 1999 

Our challenges are clear. Our sense of urgency in dealing with them is high. Sears management 
and associates are united in the effort to resume the company’s revenue growth and convert it into 
profits. We must solve basic business issues within our existing channels while at the same tunc 
investing in new channels that serve customers in new ways. In line with this outlook, our key 
priorities ibr 1999 are to: 

• Revitalize our full-line store revenue and profit growth through more focused assortments, 
extension of our private brands and more creative merchandising and marketing. 

• Continue to improve credit performance and growth prospects by leveraging the opportunities 
provided through operational changes. 

• Manage our specialty businesses aggressively to create complementar)' channels for our key 
merchandise categories. 

• Accelerate new growth through home services, direct response and electronic commerce. 

• Aggressively manage our costs and cash how. 

Our associates and management team are hard at work making the necessary adjustments. 
Thanks to their dedicated efforts, we expect improved perlbnnance in 1999, with earnings per 
share growtli in the low double-digit percentage range. 

We want to provide our customers with the products and seiwices tliey want - anytime, 
anywhere, anyway they want tliem. The following pages show how Sears can deliver this value to 
customers through retail, services and credit offerings that, in turn, can create enhanced value for 
you, our shareholders. 

As part of our continuing dialogue with shareholders, we included an extensive quesdon 
and answer section on pages 14 through 17 to address key issues in our businesses. If you would 
like to share your comments, I encourage you to visit our u^ww.sears.cora/shareholders/ website. 


"We want to provide 
our customers 
with the products 
and seiwices they 
want - anytime, 
auvwhere, anvwav 
they want them." 



Chairman and Cliief Executive Officer 
March 10,1999 
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Sears, Roebuck and Co. at a Glance 

With its network of 845 full-line stores and more than 2,000 specialty stores. Sears is a leading retailer of apparel, home 
and automotive products and related services for families throughout North America, and is the nation's number one 
credit provider among retailers, serving nearly 60 million households. 


1 


Retail 


Full-Une Stores ~ 845 fuU*Une stores, averaging 86,000 selling square feet, located primarily in the best malls 
in the nation and otfering: 

• Softgoods - A complete selection of fashionable, tjuality apparel and accessories for the whole family, plus 
cosnjctics, 6ne jewelry and home fashions, at \’alue prices; includes leading national brands as well as 
exclusive Scars brands sucli as Canyon River Blues, Ficldmaster, Crossroads and Circle of Beauty. 

• Hardgoods - A ftdl assorunent of appliances, electronics and liome improvement products and service.s; 
includes major national brands as well as exclusive Sears brands such as Kenmore, Craftsman, 
WeatherBeater and DieHard. 

Special^ Stores » More than 2,000 specially stores, located primarily in free-standing, ofF-the-mall locations 
or high-tratfic neighborhood shopping centers. 

• Hardware Stores - 265 neigliborhood hardware stores under the Sears Hardware and Orchard Supply 
Hardware nanjes, averaging 20,000 to 40,000 selling square feet, dial carry Craftsman tools, a wide 
assortment of national brands and other home repair products. 

• Dealer Stores « 653 locally-owned stores, averaging 5,000 selling square feet, tliat offer appliances, 
electronics, lawn and garden merchandise, liardvrare and automobile batteries in smaller communities and 
carry exclusive Sears brands such as Craftsman, Kenmore and DieHard. 

• The Great Indoors - A prototype store for home decorating and remodeling, witlt more than 100,000 selling 
square feet, dedicated to tlie four main rooms of the house: kitchen, bedroom, bathroom and great room. 

• Automotive Struts - 789 Sears Auto Centers and 347 NTB National Tire Sc Battery stores dial offer tires, 
DieHard and odier brands of batteries, and related service.s. 


Services 

Home Services - Product repair services as well as parts for all major brands of home products, no matter 
who made them or sold them, Uirough a network of 14,000 installation service technicians; service contracts, 
which provide annual maintenance checks as well as repair and replacement coverage; and home improvement 
services, including residential headng and cooling systems, siding, roofing, replacement windows, pest control 
and carpet cleaning. 


Ssars Direct - Various goods and services, such as merchandise, insurance and club memberships, marketed to 
customers dtrough a variety of channels, including 17 .sjjecialty catalogs, telemarketing, direct mail and the Internet. 


Credit 

Sears Credit - ( ouMimcr < I'oi lu.uK 60 million custuiiu i houscholcl.s through Scais (ianl. the largest 

propiictai) i fcilu 1 .ird in the li lail industry, with 30 million active decoimt.s. 


International 

Sears Canada - A majority-owned subsidiary with 109 full-line and 125 specialty stores offering retail, services 
and credit products similar to those offered in Sears domestic operations. 
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TO thank you, 

our valued shareholder, take 10% off 
the regular, sale or clearance price 
of any clothing, accessory, shoe or 
home fashions purchase. 


Coupon offer good dirougli NovemberdO, Exeluilv^ rosuuTio. 

frjgrahctT. Ls(|mrc and SvMsr. Aniiv uTitolies. Outlci Store iiicri,liaii- 
dtse, Exo('|)ijoiial Values and installauon lalior. Not rairciimbic for 
casli. Void if copied Or iraiisfcrrcd and wlicre prolnbited bi' Ian: Not 
\-alid "ii.li oilier iwfions or ofTers. One uiu|)fm per purcliase. Cadi 
\'alue 1/20 cem. Ain oilier use consaiuies fraud. ©IbM bcan>. 
Roebuck and Co. balj.daetion Guaraniced or Your Vloutp' back. Sales 
AssociaU;: if unable lo scan, ring as niiscdlaneoiis rcdiiclioii. 


TO thank you, 

our valued shareholder, take $25 off 

any home appliance or electronics 
purchase of S250 or more. 


Coupon offer good ilin.agli November 30. lOfff). Exdudev Ouilci 
Store nicnliandise. liose. KiiebcnAid disliwaslu-rs, Mayuig Neptune 
products, luainiciianoe agreemeius. installation labor snd 
Excc|)lioudl Values. Nui rcdcenialile foi cash. Void il copied or 
trauslcrred and where proliibiled by law. No; vak/ «it(i oilier 
coupons or offers. One toupoii per purcliase. Cash value 1/20 cent. 
Aliy Ollier use constuules fraud. © IMb Scars. Roebuck and Co. 
Saiisiaciion Guaraniced or Your Monev Back. Sales Associate: il 
unable to scan, riiivns niisccJbneous rednciion. 


To thank you, 

our valued shareholder, save 9* W 

on an installed high efficiency central heating or cooling system. 


CjM l-aOO-4-MY-W>ME^ for« free m-horne estimate from a Sears heating and codinx expert 

Coupon offer good tliroiigh Novenibei 3U. IfWff. Preseni tills coupon at lime of |iurcliasc and receive $10(1 off die cosi of 
.selected 12-Id SEER and 80?Ai eflicieiicy central heating or cooling sx.siem.s. Not valid witli any oilier coupons or offers. (Juc 
coupon per iransaction. Void where prohibited or if copied. Cash value )/2ffcen(.©' IfIM Sears. Roebuck and Co. Satisfaction 
Cuaraiiiced oi Your Money Back. The (bllowinglicenscsare held by or on behaJI of.Scac!: .AK(Ceii. Conrr - Lxe. Res. 3b7ri); 
AR (IIVAC tfl4570S): .AZ (Res. HVAC Pl.^SOf) C-39R): C.A (hlVAC €-20); CT' (HV.AC iiliOS.YiO): FL (IIVAC 

#CAC013:520): GA (HV’AC Reg. (1.3000081: HI (Classilied Spec. »C42S.') C-Ci8l..\>: KY ((-IVU: M(Wr>): l-A (Medi./Spcc. 
Contract. S552G); MD iMHIC (f32117: Donald Chuab. HVAC-OI-12205); NV' (Plurn.& 1 Icaurig SOOUluAi C-1): Rockland 
County, (Home (mp. #H-.A6-007C21-00-00): OR (Ocii. Conlr. (fOOOlUfrI); TX (HVAC l.ic. N«as. riACLBOI7b87E. 
ni02l(5C, OiyOUjE. 0U9563C, OOf-BSAK. nn2235C, 0ni2()8C. 00'l7.W£.U13u2.iC): VVA (Ccn. Contr. #SEARSR-372Nr); 
WV (Ceil. Bldg. Spec. SVVA'OlB.jifi). Service performe*.! hv Sears associates. lii'afiaQim |icrroiiriccl In Sear.s-.Authori/etl 
licensed subcontractors; addiluviaJ Sejfs license iiilbmialioii avtuiable upon ie(|ucsi. 


To thank you, 

our valued shareholder, take OTF 

any one regular or sale priced purchase 
when you use your Sears Card. 

Coupon offer good ilirongli NovcmJicr 30. (099. Bniig diis coupon to Scars lor Sfr off regular .md .sale 
pnee ])urclias£S. Cannot be used for hearing aids, optical cxaiiiinaiion fees, local loncessioiis. cos¬ 
metics, fragrances, Bose producLs. KilclierLAid dishwashers, Exce[)Lional Values. Kscjuire iiiid .Snrts 
Amiy waiiiii-s. Honiel.ifc, Right Price. Mayi-ig N’tjUimc, delivery, maiiilcnance agrccineiits, installa¬ 
tion labor, insiallf'd home improvcinciii products and services. Sears Gilt Card.s. layawav kilaiuca. 
credit card payiuvuts, cauilug orders or outlet stores. Limit rwo per customer on .Sonv Playstation. 
Sega aixl iNintendr, Caine Systems. Not valid w ith oilier ccuipons or offers. Onecwipon per aislomer. 
CailuM.lue 1/20 cent. Void if copied ornatisferrcd and where prohibited by lave Any odicrusc cu- 
siiiiilcs fraud. Sales Associate: it unable to scan, ring as miscellaneous retlnciioii. © 1999 Sears. 
Roebuck and Co. Satisfaction Guaranteed or Your Money Back. Issued by Sean National Bank. 
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The depth and breadth 
of our relationship 
with the customer 
differentiates us from 
any other retailer. 

has them installed and 
serviced by Sears technicians 


The many faces of Sears — 
services at'c. 

provide multiple ways to 
add value for both customers 
and shareholders. 


RETAIL 


FULL-LINE STORES 


value no other retailer can match 


• Hardgoods gain 
market share 

• Apparel assortments 

to be edited and focused 

• In-store shops enhanced 


Sears full-line 
stores remain 
at the heart of 
the company’s 
retail strategy.” 


See 14 and 15 
for qiustiora and 
aiuwfn on retail 
JvU-line stores. 


Sears fuJl-line stores, located in many of tlie nation’s finest shopping malls, remain at the heart of the company’s 
retail strategy. Their dramatic transformation over the past five years speaks to Sears commitment to create a 
compelling shopping destination for the American consumer. 

Fifty-seven million square feet of space in these stores has been remodeled since 1993. More than 
14 million square feet of selling space has been added in apparel departments alone, through remodels, 
expansions and new stores. Today, Iwo out of every three square feet of selling space is dedicated to apparel, 
accessories and home fashions, key shopping categories for Sears target female customer. 

Sears also is adding new full-line stores. Of the 23 built in 1998, 11 were relocated stores for a net gain 
of 12, bringing the total to 845 nationwide. Going forward, plans call for constructing 18 to 25 new stores in 
1999,6 to 8 of which will be relocations, for a net gain of 12 to 17 stores. Some of these stores will serve urban 
locations, where higher real estate and operational costs are offset by greater store traffic and productivity. 

Some will be in smaller markets dial have been underserved by national retailers of Sears quality. 

Sears full-line stores offer a complete line of merchandise - apparel and other softgoods, home and 
automotive products, and the company’s legeiwlaiy liardgoods, including hardware, home improvement prod¬ 
ucts, appliances and eJeclronics. Sales performance in 1998 was affected by increasing competition in apparel 
from discounters and department stores, which partially offset solid hardgoods results in home appliances, 
electronics, and lawn and garden. 

Powerful stable of brands in softgoods and hardgoods 

To strengthen its apparel business, Sears will clarify its offerings by reducing the number of suppliers while 
continuing to develop private apparel brands such as Crossroads and Apostrophe for women, Fieldmaster and 
CRB Kliakis for men, TKS Basics for kids and Canyon River Blues for the enure family. In addition, proprietary 
and national brands will be showcased more effectively through new in-store boutit.|ues similar to those found in 
deparUxrent stores. Successful examples include Sears exclusive Circle of Beauty and Time Out cosmetics lines 
that are displayed in fashionable kiosks in 410 and 600 Sears stores, respectively. 

In nardgootis, the addition of Maytag appiiance.s for the full-year 1998 makes Sears tlie only retailer to 
offer consumers all six major appliance brands: Atnana, Frigidaire, General Electric, Maytag, Whirlpool and 
Kenntore, the number one .selling appliance brand in the country and found in one out of every two American 
homes. The company will continue to build its market share in appliances through brand selection, price leader¬ 
ship, credit and service, as well as innovative new products. Introduced in 1998, for examine, the Kenmore 
Microwave Hood Combination exceeded sales expectations, and tiie Kenmore SmartReach refrigerator with 
freezer on the fiottom was atJded to S]3ecialty refrigerator products. 

In home electronics, where big screen televisions and camcorders are best sellers, especially during the 
holiday shopping season, em])hasis will be placed on high-end brands sucli as Sony. 

In hardware. Craftsman products continue to define Sears authority in tools, complemented by nationally- 
recognized brands sucli as DcWalt and Makita. In 1998, American consumers ranked Craftsman second among 
all national braijds based on quality. Customers responded enihusiastic<dly to Craftsman Driver Light, a lighted 
screwdriver, and Craftsman Redi Drill, a 12-volt drill with drill bits stored inside for easy changing - just tvvo 
of die 60 new tools introduced m 1998. 
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Fashionabie, affonlaUe 
apparel is key to attracting 
middle’income women 
between the ages of 25 
and 54, with children and a 
home, who are Sears primary 
customers and make more 
than 70 percent of all pur¬ 
chases in company stores. 
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RETAIL 


SPECIALTY STORES 


value no other retailer can match 


• Hardware stores expand 

• Innovation succeeds 
at The Great Indoors 

• NTS brand emerges 



Sff pages 15 and 16 
for questions and 
amum on retail 
specialty stores. 


The company has made great strides in diversiRiug its retail presence geographically and now operates more 
than 2.,000 specialty stores nationwide. Most of these stores are in free-standing, ofi’-ihe-mall locations or 
high-traffic neighborhood shopping centers. They are accessible to a large number of .American families and 
include hardware stores, dealer stores and automotive store.s. The latest format is The Great Indoors, a new 
concept in home remodeling and redecorating. 

Home stores performed well in 1998 

Sears continued to integrate its two hardware store formats in 1998 - Sears Hardware and Orchard Supply- 
Hardware - based on a “supermarket” design that combines tlie best features of each. Sears Hardware continued 
its expansion, opening nine new stores in the Nortlieast in 1998, wliile Orchard Supply Hardware, a California 
chain acquired in 1996, opened nine new stores in California. Eight stores that did not meet financial and 
format criteria were closed, while the company jdans anodter 20 to 30 openings in 1999. 

Both Sears Hardware and Orchard offer convenient neigltborhood locations that are ideal for serving 
the maintenance shopping occasion. They also provide ariditional oudets where customers can purchase Sears 
exclusively hcanded products, including Craftsman tools, WeatherBeater and Easy Living paints, Kenmorc 
appliances and DieHard batteries. 

Another of Sears innovative formats, locally-owned and operated dealer stores, continued to grow rapidly 
- to 653 units at year-end 1998. Called America’s rural superstore for appliances, electronics, tools and lawn 
and garden equipment, they serve smaller communities. Sears added 77 dealer stores in 1998 and plans an 
additional 170 .stores in 1999, which will bring the total to more than 800 nationwide. 

The company also demoastrated its commitment to innovation by opening a 150,000 square-foot 
prototype store to serve as the woman shoppers single destination for home decorating and remodeling 
projects. Called The Great Indoors,, the store opened in early 1998 near Denver, Colo., and finished the year 
with strong results. It is designed by women for wotnen ami emphasises the four basic rooms of the home: 
kitchen, bedroom, bathroom and great room. Current plans call for three additiotval stores by late 2000. 

Changes refocus Sears automotive business 

Jjj 1998, Sears refocused its automotive business, which now consists of 789 Sears Auto Centers and 347 
free-standing NTB National Tire Battery stores. The company merged its Western Auto and Parts America 
businesses with Advance Holdings, Inc., die operator of 915 auto parts and accessories stores in 17 states, 
foT cash and approximately 40 percei it of the common stock of Advance. This allows Sears to focus on its 
core position as the nation’s number one retailer oi tires and batteries, having sold 19.2 million tires and 
5.9 million batteries in 1998. 

Sears automotive business iitm' operates througli two foraiacs. Sears Auto Centers and NTB. Each 
format is unique, and taps into diflerent customer shopping expectatvon.s and behaviors, altiiough both have 
the ultimate objective of providing peace of mind to customers. The Sears Auto Center customer lias a prefer¬ 
ence for shopping “on-ihe-mall,” and likes the excellent values and the broad assortment Sears offers. NTB 
provides “off-the-mall” growth as the industry expert, with competitive prices, iiationally branded products, 
and associates skilled in solving customers’ problems. 
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royal velvet 


rvM/trArl 


Designed by women for 
women, The Great Indoors is 
S ee n new format for home 
redecorating and remodeling. 
The first prototype store, 
outside Denver, has been 
very successful in its first 
year of operation, and three 
more locations in other 
markets are scheduled 
to open between now and 
the end of the year 2000. 
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new ways to create value 


Sears portfolio ol service businesses represents an extraordinary opportunity for the company to add value 
by extending Sears relationship with America’s families beyond the walls of its retail stores. 


• Product repair and 
seivice contracts grow 

• Home improvement 
acquisitions broaden 
scope 

• E-commerce sites 
launched 




“Sears is 
extending its 
relationship 
with America’s 


Sears offers a whole houseful of services 

The company markets its home services business under the Sears HomeCentral brand, launched in 1997. 

Sears is building on its reputation for trust and integrity by offering customers “a whole liouseful of services 
from someone you know.” Accessible 24-huurs-a-day through 1-800-4'MY-HOME, Sears HomeCentral is 
quickly gaining customer recognition as the source to call for home appliance repair, parts and home improve' 
ments. Sears is th e market leader in all three major segments of the home services arena - product repair 
services, service contracts and home improvement services. Iii 1998, for example, Sears HomeCentral made 
more than 15 million product repair service calls, sold service contracts on more than 13 million items and 
initiated more than one million home improvement projects in households all across the United Slates. 

AltJiough Sears enjoys a leadership position, the company’s $3 billion share of the fragmented $175 billion 
home services market is small. As a result. Sears continues to pursue an aggressive growth strategy tliat includes 
selective acquisitions, internai growth and unique brand-based marketing to increase its scale and scope in this 
industry. In 1998, for example, Sears acquired two home improvement businesses: Spray-Tech, the nation’s 
fourth largest home remodeling contractor, and Continental Carpet Cleaning, the company’s largest carpet 
cleaning licensee. Sears will continue to grow its existing businesses and enter new businesses in order to 
deliver on its mission of caring for America's homes. 


families beyond 
the walls of its 
retail stores.” 


See pages 16 and 17 
for questions and 
answers on services. 


Alternative channels to reach customers 

Sears Direct is the company’s newest business group, fonned in 1998 to develop innovative new product 
offerings and make them available to ctistomers via catalogs, telemarketing, direct mail and the Internet. It 
includes one of the largest direct marketing businesses of its kind and makes extensive use of Sears database 
ol information from 100 million households to provide customers with the products and services they want. 

Sears Direct is positioned to become tiie number one source for home-related products and services 
on the Internet. It offers customers the convenience of lutertiet infonnation, comparison shopping and 
purchasing online, hacked by the reassurance of buying from Sears. It benefits from Sears core strengths in 
merchandising, services, credit, brands and advertising in building long-term relationships with customers 
via non-store based channels. 

In ]999, Seans will offer 2,000 appliances online utilizing tlie company’s brand audiority and nationwide 
fulfillment capability. Thi-s will be complemented by online sales assistance, repair assistance and scheduling, 
and an unsuiqjassed assortment of repair parts. 

Since 1997, shoppers have been able to purchase 3,500 Craftsman tools online as well as log on to 
wvvw.sears.com to learn more about Sears, its businesses, full-line store locations and promotional activity. 
During the 1998 holiday season, customers also could choose from more than 2,300 toys and gifts at 
wcvw.wishbook.com, the online counterpart to Sears Wish Book toy catalog. 
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Sears repairs aU major-brand 
appliances, no matter who 
made them, no matter who 
sold them, through its net¬ 
work of more than 14,000 
service technicians. Armed 
with the best equipment - 
including satellite-fed, 
hand-held computers - 
they are the best trained 
specialists in the industry. 




















CREDIT 


enhancing valued relationships 


• Credit profitabitity rises 

• UncollectiMe expenses 
decrease 

• Capabilities enhanced 
to support retail and 
services growth 



“Sears Card’s 
real value 
stems... from 
its ability to 
attract and 
retain Sears 
customers 
and deepen 
the company’s 
relationship 
with them.” 



Sears retail credit card portfolio is die largest in the nation, larger than the combined total of its 10 biggest 
comp>etitors. It is the sixth largest portfolio overall when compared with bank card issuers. At the end of 1998, 
Sears had 30 million active Sears Card accounts and managed credit card receivables totaling $28 billion. 

Sears Card’s real value stems not from the size of its overall portlolio, but from its ability to attract and 
retain Sears customers and deepen the company’s relationship witli them. In fact, credit facilitates the bond 
between Sears and its customers by lielping families acquire needed products and services - particularly 
big-ticket iteriLS such as appliances and electronics. In addition to convenience, cardholder benefits include 
eligibility for special sales events and promotions such as zero percent financing and free delivery of major 
appliances, as well as a club that rewards frequent Sears Ctird use. Furthermore, each time a customer uses 
Sears Card, tlie transaction becomes part of tlie company’s extensive information database that enables Sears 
to develop even more relevant products and services. 

Do shoppers find Sears Card valuable? So much so that nearly half of all purchases made at Sears retail 
stores in 1998 were made vvhth Sears Card - even diough customers may use cash, checks and other major cards. 

Credit performance rebounds 

Beginning in 1997 and contimiing into early 1998, Sears experienced higher account delinquencies as well 
a.s more consumer bankruptcie.s and greater uncollectible expenses within its credit card portfolio. This trend 
adversely affected Sears financial results in 1997, but significant improvement was achieved in 1998 with credit 
generating' more than $ I billion in pretax profit. 

The improving qualii)’ of tlie Sears Card portfolio resulted from a series of managemeiU initiatives that 
included better underwriting of new accounts, new credit authorization models and more conservative manage¬ 
ment of credit lines. Particularly important were the efforts in die collections area to increase the number of 
collectors and to improve their productivity through specialized training and stronger technological support. 

Growth opportunities expanded through new technology 

Though Sears Card is a highly successful financial veliicle, internal systems limiiations liave slowed the 
development of new products that would appeal to more customers. As a result, the company began an ambi¬ 
tious project in 1998 to convert die Sears Card portfolio to a more flexible computer operating system. Once 
tlie conversion is completed in mid-1999. this system will allow new and targeted credit product offerings, such 
as tailored promotional and rewards programs that reflect an mdividual customer’s card usage and purchase 
behavior. Perhaps more importantly, these new programs will provide customers with better acces.s U> the 
best values from Sears retail and service operations. 

The new system also will help Sears better manage uncollectible expenses by identifying delinquent 
accounts earlier for collection efforts. The conversion to the new system lias required a high degree of 
teamwork among Sears associates at corporate headquarters, nine regional credit card operating centers, 
six specialty processing centers and Total System Services, Inc., Sears technology partner. 
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Sears Card is accepted 
at all Sears fulMine and 
specialty stores nationwide. 
Shown here is Sears 
Hardware, where the conve¬ 
nient neighborhood location 
and availability of credit 
make it easy for customers 
to purchase Sears brands 
such as Craftsman, DieHard 
and Kenmore. 
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Informing our Shareholders - Questions & Answers 


RETAIL - FULL-LINE STORES 


How is Sears relating to changing customer needs and what changes 
wiii we be seeing in stores? 

The customer is increasingly starved for time. She doesn’t like to shop, 
and when she does, she wants a more fun-filled, efficient, impactful 
shopping experience. That’s why we’re editing our assortments so that 
when she comes into the store, she quickly finds merchandise that 
stands for sometliing. 

In ready-to-wear, for instance, there will be more outfits presented 
in a way that enables the customer to see the products as she’d like to 
wear them. “Exciting,” “new,” “idea-driven” and “focused” are words 
that describe our approach to the ready-to-wear business. 

We’re editing hardgoods selections as weE, and redesigning some 
of those businesses. Take sporting goods. We’re exiting certain team 
sports items and concentrating on exercise and camping equipment. 
Further, it will be scaled down to provide space and opportunities for 
new businesses to be part of our mix. 

Across all our businesses, we’ll be a lot more aggressive in pre¬ 
senting relevant new products to our target customer. We are going to 

be just as aggressive 
in providing the 
best value to our 
customer. This 
means selling our 
merchandise at the 
right price, which 
our customer easily 
understands. 

We’ll run 
a business that is 
driven by both pri¬ 
vate and national 
brands. For exam¬ 
ple, Vanity Fair, 
Trifari and Maytag 
all were introduced 
last year. The addi¬ 
tion of these major brands to our selection - brands that our customers 
trust and respect - is an important part of our strategy. 

What is merchandising's role in making Sears a fun place to shop? 

Merchandising is at the heart of what we do. The customer describes 
fun as finding a great price on merchandise she can buy quickly so she 
can get on with the rest of her day. It’s all about interesting-looking 
merchandise that the customer finds, buys and takes out of the store, 
leaving happy and satisfied. 

Especially in apparel, we’ve got to make it easy for her to see 
the merchandise and visualize herself in the outfit, as well as offer 
it at the right price. The winners in this business are going to be 
retailers that really understand what drives customer behavior: How 
often does she shop? What drives her perception of value? What is 
she looking for? 


What avenues do you have to understand the customer? 

We have the largest consumer information database of any retailer in 
the country. This customer information allows us to get a better handle 
on when and how our customers shop and the kinds of things ffiey need 
and want. It also allows us to understand cross-shopping behavior, an 
important generator of increased sales. 

What are your plans for serving Hie urban mailtet? 

We’re emboldened by the productivity we’re experiencing in New York 
City, Los Angeles, San Juan, Chicago and Boston. The great cities in 
our country are experiencing a renaissance - and wliere people are 
establishing households and revitalizing neighborhoods, we’re enjoying 
success. We think these markets are being rediscovered by retailers - 
but, generally, these good customers have been underserved. We want 
to be aggressive in serving these markets. 

Are you opening »naller stores? 

We have opened approximately 10 small-market prototypes averaging 
about 60,000 selling square feet in smaller malls and strip centers. We 
like our first year results, but will continue to adjust our assortments 
and marketing. On balance, we think we have it more right than wrong. 
We’ll evaluate our work in about six months and define our small-market 
store strategy at that time. 

What are your 1999 plans for marketing? 

Our ultimate objective, of course, is to drive sales every day through 
each and every marketing program we do. The issue is how best to 
communicate Sears value messages to our customer. We need to take 
the successes and failures of the recent past and act upon tliem to begin 
improving our performance right now. 

A major objective in our short-term plan is to improve our weekly 
pre-prints - the advertising supplements inserted into newspapers reacli- 
ing 60 million homes each week. It is an important weekly sales driver 
and the biggest, most visible and most comprehensive presence we have 
in the customer’s view. Though there certainly are other ways we reach 
customers via direct mail, television, radio and the Internet - the fact is 
that the pre-print is the main channel. 

We will continue to focus on promotional events, because recog¬ 
nizable value is important to our customers. Increasingly, we must tell 
a whole-store story about our promotions. 

Is Sears current marketing pn^m still relevant? 

Our $1 billion-plus marketing program is significant and provides an 
enormous competitive advantage. Our overall strategy of celebrating 
the “many sides of Sears,” while creating a focus on apparel as a 
counterpoint to our hardgoods businesses, has worked very well. It’s 
been extraordinarily well received and very productive up until recently. 
Right now, we are in an extraordinarily competitive arena, where change 
is tlie only constant, and our marketing program has to keep pace. So 
we are reviewing everyffiing to make sure we remain focused on driving 
sales growth. 
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Is Sears still on tai^et with its core customer? Is she still the woman 
of the American household? 

Our core customer remains the middle-income female, age 25 to 54 
and head of her household. But weVe disappointed with the level of 
business she’s doing with us. We need to reenergize our efforts to appeal 
to her as a relevant retail resource while also becoming more relevant to 
a younger, but often less loyal, customer within our target. At the same 
time, we have to meet the needs of the Baby Boomers, who are requiring 
more services - such as home services - as they mature. 



How do you make Sears a more compelling place to work? 

We must create an environment where our associates say must do 
something” rather than “something must be done.” Then we have a 
company where people are truly unshackled, balanced by our historic 
cultural characteristics such as pride, integrity, work ethic, dedication 
and compassion. If our people grow every day and are fairly compensated 
with pay and benefits for the contributions they make to our customers, 
we’ll make progress on being a compelling place to work. 

Research shows that training and development programs can be 
key drivers of associate satisfaction and Iwsiness performance. 

How does Sears differentiate itself in these areas? 

Sears University continues to be our primary vehicle for delivering 
executive and management development programs, as well as learning 
opportunities for all Scars associates. It has achieved national and inter¬ 
national distinction for its work. In 1998, more than 15,000 managers 
participated in Sears University courses and more than 150,000 associ¬ 
ates took advantage of our correspondence courses, audio and video 
cassette library and online learning opportunities. Training and educa¬ 
tion have focused heavily on ways to create customer satisfaction, on 
business and financial literacy, and on diversity learning methodology, 
including digital satellite and intranet-based programs, to create an 
anytime, anyw'here learning environment. 


How are you leveragft^ the strengths of Orchard Supply Hardware 
and Sears Hardware? 

This partnership has allowed Orchard Supply Hardware to benefit 
from our private brands such as Craftsman, Kenmore and DieHard. 
Additionally, Orchard benefits from Sears Hardware’s great expertise 
in the big-ticket tool and lawn and 
garden bu.siness. Sears Hardware 
has benefited from Orchard’s 
legendary customer service. Orchard 
has demonstrated it knows how to 
service customers looking for a 
quick solution to their home mainte¬ 
nance problems better than anyone 
in the hardware store industry. 

They’ve been doing it for more 
than half a century. As a result, their 
customers are extraordinarily loyal. 

How are you addressing competition from big-box retailers 
entering your markets? 

Big-box retailers have an impact when they enter a market, but remem¬ 
ber, our hardware stores are targeting the customer who is on a different 
shopping mission. Our research shows that customers go to the big 
boxes for big projects, but when they have small maintenance projects 
to do at home - repair a leaky faucet, repaint a weathered door or replace 
a broken screen - tliey prefer a local hardware store. We have a broad 
assorintent, are competitively priced and have the Craftsman brand, 
which is not available from our competitors. We also have a higher level 
of service in our stores. So while we don’t ignore the big boxes, we’re 
serving a different shopping occasion. 

How are Sears dealer stores doing? 

The dealer stores have performed well from the time we launched the 
format in 1993, and they’ve been getting hotter ever since. We describe 
this format as the superstore for appliances, electronics, and lawn and 
garden equipment in smaller communities - those with a population of 
fewer than 20,000. We have more than 650 units open currently. Before 
long, we’ll have 800 and ultimately 1,000 stores. The key issue is finding 
sites and qualified owners in those cx)mmunities. Almost all of the stores 
are run by families that are very entrepreneurial and committed. 

Given the eariy success of The Grcat Indoors, what are your 
expan«on plans? 

Our second store will open in Phoenix later this year, and we’re plan¬ 
ning for two more sites in the third quarter of 2000. That will give us 
enough locations, in markets with different demographics and weather 
patterns, to give us a sense of the concept’s breadth of appeal. 


(continued on next page) 
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Informing our Shareholders - Questions ij Answers (c„„,i„ued) 


RETAIL - SPECIALTY STORES (con,.) SERVICES 


Automotive had a tough year in 1998. What are you doing to improve 
the business in 1999? 

For tlie last two years, we have been repositioning Sears Automotive 
Group to grow our industry-leading position. We created and launched 
the NTB brand, opened 
more than 100 new 
stores and developed 
state-of-the-art systems 
and logistics dedicated 
to the tire and battery 
business. These 
changes deflected our 
focus on sales genera¬ 
tion. Now, we are ready 
to focus 100 percent 
of our attention on our 
customer, offering a 
compelling assortment, 
highly trained person¬ 
nel, strong leadership 
and flawless execution. 

We are confident the pieces are now in place for us to strengthen our 
position as the leading tire and battery retailer in our industry. 

How important are Sears Auto Centers to Sears automotive business? 

They are the backbone of our automotive business today. Through Sears 
Auto Centers we serve the loyal Sears customer, and also provide multi¬ 
ple opportunities to capture value for the company by maximizing our 
strong brands, especially DieHard and Sears Card. We will attract new 
customers through broader marketing while we continue to target tlie 
Sears customer who may not be using the Sears Auto Center today. 

What differentiates NTB from Sears Auto Centers? 

Because Sears Auto Centers are already in the best malls in the country, 
NTB clearly offers the most growth potential. NTB’s competitors are 
regionally or locally based, and therefore do not always have the assort¬ 
ments, pricing and services the customer desires. We believe with 
NTB we can leverage our reputation for expertise and strong brand 
and vendor relationships, and effectively compete against local and 
regional players. Moreover, NTB attracts customers who might not 
think of Sears first for their automotive needs. 


You introduced l-SOO-A-MY-HOME in 1997. How is it {^ing? 

The 1-800-4-MY-HOME number was introduced to provide an easy 
way for our customers to call up and order home services. The aware¬ 
ness of Sears HomeCentral is trending up. We’re in the process of a 
major upgrade to a new customer management system that will lower 
our operating costs as well as improve customer service. The changes 
will be transparent to customers, but they won’t Itave to spend as much 
time to order service. 

What sets Sears apart from the competition in repair services? 

We think dial there’s a natural linkage with Sears retail stores because 
we are the leading hardgoods retailer in the country. And one of the 
reasons we sell more appliances is because our customers know Sears 
will stand behind and service all the appliances we sell. In addition, our 
ability to provide quality service by well-trained technicians, scheduled 
when the customer wants it and backed by our ^arantee, clearly differ¬ 
entiates us from the competition. 

Could you evaluate the 1998 perfonnance of Sears Home Services? 

We had very aggressive plans which we did not achieve in 1998, due in 
part to a disappointing performance in our home improvements business. 
However, many of our businesses increased nicely. We had very good 
performance in our service contracts business, where our profitability 
improved markedly. We had solid performance in product services, 
with increases in service calls, market share and revenue, and we drove 
improvements in the heating and air conditioning business. 

Why should customers 
turn to Sears for home 
improvements? 

For more than 100 years, 

Sears has earned a reputation 
for quality, backed by 
“Satisfaction Guaranteed or 
Your Money Back,” plus the 
best warranty in the business. 

In addition, if you’ve ever 
done home improvemeiits, 
you know there’s a great deal 
of anxiety in choosing a con¬ 
tractor. Contractors seem to 
come and go, but Sears is going to be there for years after we provide a 
major home improvement. Importantly, customer satisfaction scores in 
the home improvement business have gone up significandy this past 
year, and they continue to rise. Our focus on simplifying the buying 
process, while providing quality services with quick financing, has 
proven very successful with our customers. 
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CREDIT 


How is your specialty catalog busi¬ 
ness doing and what are the 
plans to increase sales? 

To serve customers who enjoy s!iop* 
ping at home, we mailed more than 
180 million catalogs in 1998, up 
from 150 million the prior year. 
These catalogs, targeted to specific 
customer needs, include such titles 
as Craftsman Power ^ Hand Tools, 
ShowPlace and Workwear. Moving 
forward, we will seek additional 
catalog concepts that reflect the goods Sears has in its stores. We are 
looking at internal growth as well as key acquisitions and are working 
with Sears merchants to identify product offerings that our customers 
would like to purchase through catalogs. 

Are you behind the curve in e-commerce? 

We believe we are at exactly the right place. Sears online strategy is to 
be the number one source on the Web for home-related products and 
services, an area where Sears already has established clear authority. We 
have the size, scale and volume to dominate this market on the Web and 
the superior logistics and service operations to support our offerings. 

In February 1999, we announced our intent to go online with 
more than 2,000 major appliances, the largest selection of appliances 
available anywhere. Customers will find a total appliance resource at the 
Sears w’ebsite, including value-added features such as delivery, installa¬ 
tion and repair scheduling, and credit services. In March 1999, we intro¬ 
duced PartsDircct online, featuring more than 4.2 million appliance 
parts from more than 400 manufacturers. At www.sears.com/partsdirect, 
do-it-yourselfers can view schematics of appliances and parts to deter¬ 
mine what parts they need to purchase and how to install them. 

Do your direct distribution channels, particulaify the Internet, 
compete with your stores? 

We know that customers are using channels such as the Internet and 
infomercials as pre-shopping tools. For example, Craftsman customers 
bought 27 percent more in the store after browsing online first. We also 
know that in many categories, touching and seeing products up close 
is a prerequisite to purchasing them. The customer who shops and 
compares products online is more likely to make a purchase in our 
stores than the average customer. Our goal is to provide our customers 
the ability to shop anytime, anywhere, anyway they want. 


How did Sears Credit do last year? 

We had a very successful year. We grew operating profits 8 percent 
to $1.1 billion, excluding noncomparable items, largely by effectively 
addressing our bad debt performance through improved collection 
activities and risk management. We delivered strong free cash flow to 
the corporation to reinvest in other growth initiatives at Sears. We were 
pleased to put our problems with risk management and reaffirmation 
behind us. We also improved our support of the growth initiatives of 
other Sears businesses and put in place a solid infrastructure that 
supports quality growth of credit. The only disappointment was a 
slowdown in receivables growth, due in part to a reduced share of 
business transacted on Sears Card. 

How do you plaii to revitalize your receivables growth? 

Sears Card has been a dynamic product tliat has met the needs of a 
large number of our customers very effectively. But clearly it hasn’t met the 
needs of ail our customers. In 1999, we will take advantage of the flexibility 
our new credit operations system provides us and introduce new Sears 
Card features and reward programs that will better meet more customers’ 
needs. Examples will include access to better retail values and revrard 
programs that are tailored to customers’ shopping behaviors. 

Why does Sears have such 
a laige and profitoble credit 
business compared wiHi other 
retailers? 

We’ve built a very successful 
and profitable credit lousiness 
pardy because of our history 
of being a retailer of big-ticket 
durables, where the ability 
to finance appliances, elec¬ 
tronics and other major 
purchases is important. We 
have done a good job of inte¬ 
grating the credit product 
into the company’s day-to-day promotional activities and have made 
it convenient to open Sears Card accounts at the point of sale. 

What role does Sears Credit play in Sears, Roebuck and Co.? 

Credit has provided significant sales and promotional support to die 
retail and services business by offering financing to consumers. In addi¬ 
tion, Sears Credit provides specific information and direct marketing 
opportunities that improve the company’s ability to develop and target 
additional valuable promotions and offers to our most loyal customers. 

Financially, Sears Credit is a very profitable business and provides 
a source of earnings and cash flow that is unique to retail companies. 
This allows us to implement Sears overall plans and investment 
strategies more aggressively. 
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SEARS, ROEBUCK AND CO. 

Consolidated Statements of Income 


imllioTis, ixtcpi per common share data 


1997 

1996 

REVENUES 

Merchaiidi.se .sales and services 

$36,704 

$36,371 

$33,751 

Credit revenues 

4,618 

4,925 

4,313 

Total revenues 

41,322 

41,296 

38,064 

COSTS AND EXPENSES 

Cost of sales, buying and occupancy 

27,257 

26,779 

24,889 

Selling and adnjinistrative 

8,318 

8,322 

8,059 

Provision for uncollectible accounts 

1,287 

1,532 

971 

Depreciation and amortization 

830 

785 

697 

Interest 

1,423 

1.409 

1,365 

Reaffirmation charge 

— 

475 

— 

Impairment losses 

352 

-- 

— 

Total costs and expenses 

39,467 

39,302 

35,981 

Operating income 

1,855 

1,994 

2,083 

Other income, net 

28 

144 

30 

Income before income taxes, minority interest and extraordinary loss 

1,883 

2,138 

2,113 

income taxes 

766 

912 

834 

Minority interest 

45 

38 

8 

INCOME BEFORE EXTRAORDINARY LOSS 

1,072 

1,188 

1,271 

Extraordinary loss on early extinguishment of debt, net of tax 

24 

— 

— 

NET I.NCOME 

$ 1,048 

S 1.188 

$ 1,271 

EARNINGS PER COMMON .SHARE BASIC: 

Income before extraordinary loss 

$ 2.76 

$ 3.03 

$ 3.18 

Extraordinary loss 

0.06 

— 

— 

Net income 

S 2.70 

$ 3.03 

$ 3.18 

EARNINGS PER COMMO.N SHARE - DILUTED: 

Income before extraordinary loss 

S 2.74 

$ 2.99 

.$ 3.12 

Extraordinary' loss 

0.06 

— 

— 

Net income 

$ 2.68 

$ 2.99 

$ 3.12 


See accompanying nutes. 
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SEARS, ROEBUCK AND CO. 

Management’s Analysis of Consolidated Operations 



Sears, Roebuck ;tucl Co. and its consolidated subsidiaries (^'ilic Conipaiiy’’) 
is a multi-line retailer providing a wide array ofmerchandise and senaces 
in the United States, Puerto Rico and Canada. Operating results for the 
Company are reported for four domestic segments and one international 
segment. The domestic segments include the Cornj^any's operations in the 
United States and Puerto Rico. 

The Company’s segments are defined as follows; 

Retail - consisting of: 

• Full-line Stores, located primarily in shop])ing- malls, wliidi sell 
apparel, home fashions and hardhnes merchandise. 

• Specialty Stores consisting of: 

— Home Stores, which are comprised of Hardware, Dealer and 
HomeLife fiirniture Stores, The Great Indoors and Commercial 
Sales. In the first quarter of 1999, the Company sold the HomeLife 
furniture business. 

— Auto Stores, consisting of the Sears Tire Group, sell and install 
tires, battene.s atid related goods and services through Sears Auto 
Centers and NTB National Tire &c Battery (“NTB”) stores. 

Auto Stores also included the Parts Group, wliich sold automotive 
parts through Parts America and Western Auto stores until 
November 2, 1998, when the Company sold the Parts Group 
to Advance Auto Parts. Thereafter, tlie Parts Group results are 
no longer included m the Company’s consolidated operations. 

Services - consisting of; 

• Horne Sendees, which provides product repair services, sendee 
contracts, major home improvements and other home sendees such 
as pest control and carpet cleaning. 

• Sears Direct, consisting of direct-response marketing, which markets 
insurance (credit protection, life and health), clubs and sendees 
memberships, merchandise tlirough sjjecialt)’ catalogs, and impulse and 
continuity merchandise; and Sears Online, which ofTcrs merchandise 
for sale via the Company’s websites. 

Credit - which manages the Company’s portfolio of credit card 
receivables arising from purchases of merchandjse and sendees from 
domestic operations. Tlie domestic credit card receivables portfolio 
consists primarily of Sears Card account balances. 

Corporate - includes activities that are of an overall holding company nature, 
primarily consisting of administrative activities, the costs of which are not 
allocated to the Company’s businesses. 

International - consisting of retail, services, credit and corporate operations 
similar to the Company’s domestic operations. International operations 
are conducted in Canada through Sears Canada Inc. (‘‘’Sears Canada”), a 
majority owned subsidiary. International operations were also conducted 
through Sears Roebuck de Mexico, S.A. de C.V. (“Sears Mexico”), a 
75.5% owned subsidiary until March 1997, when the Company sold 60% 
of the outstanding shares of Sears Mexico to Grupo Carso S.A. de C.V. 
Thereafter, Sears Mexico’s results are no longer included in the Company’s 
consolidated operations. 

Throughout management’s analysis of consolidated operations and 
financial condition, certain prior year information has been reclassified 
to conform with the current year presentation. .Ml references to earnings 
per share relate to diluted earnings jier common share. 


RESULTS OF OPERATIONS 

Consolidated 

Net income in 1998 declined 11.8% to $1.05 billion, or $2.68 per share, 
from $1.19 billion, or $2.99 per share for 1997. The results of ojieratious 
for both 1998 and 1997 were affected by noncomparable items. The effects 
of the noncomparable items on net income and earnings per share are 
summarized as follows; 


riiilliaiis. except per share | 

1998 

1997 

]99(: 



Aftcr-iax 

ElaminKs 
jrer share 

Atler-ldx 

Eairiiiijis 
per slurt 

K.ariiirjgs 
Atlcr-uix pci share 

Nei Income 
excluding 
nonconijiarable 
iieni.s 

$1,300 

$ 3.32 

$1,303 

$ 3.27 

$1,271 

$3.12 

HomeLife 

impairment loss 

(21) 

(0.0.5) 

_ 




Western .Atico 
impairmciii loss 

(243) 

(0.62) 

_ 




Extraordinary 
loss on debt 
extinguislimeni 

(24) 

(0.06) 





SFAS No. 125 
accounting 

36 

0.09 

136 

0.35 

_ 

_ 

Reaffiriuation charge 

— 

— 

(.320) 

(0.80) 

— 

— 

Sale of Advariiis 

— 

— 

91 

0.23 

— 

— 

Sale of Sears Mexico 

— 

— 

(36) 

(0.09) 

— 

— 

Posireciremciit 
life insurance 



37 

0.09 



Parts America 
conversion 

_ 

_ 

(23) 

(0.06) 

_ 

_ 

Net income 
as re|)oi ted 

$1,048 

$ 2.68 

$1,188 

$ 2.99 

$1,271 

$3.12 


Description of Noncomparable Items 

On November 18, 1998, the Company entered into an agreement to sell its 
HomeLife furniture business for $100 million in cash, a $10 million note 
receivable and a 19% ownership interest m the new H oineLife business. 
The Company recorded an impairment loss of $33 million ($21 million 
after-tax) in the fourth ejuarter of 1998 to adjust the carrying value of 
HomeLife’s as.sets to their estimated fair market value, less cost to sell. 

I'he sale was completed on January' 30,1.999. 

On November 2, 1998, die Company completed an Agreement and 
Plan of Merger of Western Auto, a wholly-owned subsidiary, and Advance 
Auto Parts whereby Sears exchanged its interest in Western Auto for 
$175 million in cash and approximately 40% equity' ownership interest in 
the resulting combined company. Based upon the terms of the sale, die 
Company recorded a pretax charge of $296 million ($225 million after-tax) 
in the third quarter of 1998 to adjust die carrying value of We.stern Auto’s 
assets to their estimated fair market value, less cost to sell. In the fourth 
quarter, the loss w'as revised to reflect an additional after-tax charge of 
$18 million based on the final terms of the transaction. 

On October 2,1998, the Company jarepaid debt with a face value of 
$300 jnillion, which was due in May 2000. The transaction generated an 
extraordinary loss of $37 million ($24 million after-tax). The loss resulted 
primarily from the write-off of the related unamortized discount. 
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Management’s Analysis of Consolidated Operations (continued) 



In 1997, the Company implemented Statement of Financial 
Accounting Standards (“SFAS") No. 125 which chaiiged the way the 
Company accounts for securitizations. SFAS No. 125 accounting provided 
incremental net income of $36 million in 1998 and reduced reported 
credit revenues, selling and administrative expense and the provision for 
uncollectible accounts by $549 million, $129 million and $478 million, 
respectively. In 1997, SFAS No. 125 accounting provided incremental net 
income of $136 million and reduced reported credit revenues, selling and 
administrative expense and the provision for uncollectible accounts by 
$321 million, $126 million and $417 million, respectively. 

The 1997 reaffinnation charge of$475 million ($320 million after-tax) 
represents tire estimated cost of the settlement of lawsuits and investigations 
by govemmental agencies, including federal prosecutors, which alleged iliat 
the Company had \aolated the United States Bankruptcy Code and consumer 
protection laws in various states through activities related to certain debt 
reafFinnation agreements and other related matters. This estimate was based 
on management’s assumptions as to the ultimate outcome of future events 
and uncertainties. While at year-end 1998 there are still additional costs to 
be incurred related to these matters, one of the most significant uncertainties 
was resolved on February' 19, 1999, when the Company’s plea agreement 
with the U.S. Attorney for the District of Massachusetts was approved by 
a federal district court. As part of the agreement, tire Company agreed to 
pay a $60 million fine. 

In 1997, the Company sold to IBM its 30% equity interest in Advantis, 
a joint venture between IBM and the Company. The sale resulted in a pretax 
gain of $150 million ($91 million after-tax) recorded in other income. 


In 1997, die Company sold 60% of the outstanding shares of Sears 
Mexico to Gvupo Carso S.A. de C.V. The sale was recorded in the first 
quarter of 1997 and resulted in a pretax loss of $21 million reflected in other 
income and tax expense of$15 million, for an after-tax loss of$36 million. 

The Company changed its postredrement life insurance benefit plan 
in 1997 by eliminating retiree life insurance benefits for all aedve associates 
not retired by December 31,1997. This plan change resulted in a one-time 
pretax curtailment gam of $61 million ($37 million after-tax) recorded as a 
reduction of selling and administrative expense. 

The majority of die Western Auto stores were converted to the Parts 
America format in 1997 and, as a result, die Company recorded a pretax 
charge of $38 million ($23 million after-tax) for this initiative. 

Analysis of Consolidated Results Excluding Noncomparable Items 

Net income in 1998, excluding noncomparable items, was $1.30 billion or 
$3.32 per share, an increase of 1.5% over comparable 1997 per share earnings 
of $3.27. The improvement was die result of better performance in die Credit, 
Services and Internadonal segments along with a lower effeedve tax rate and 
fewer shares outstanding, substandally offset by a decline in Retail results. 

In 1997, net income excluding noncoinparable items was $1,30 billion 
or $3.27 per share, an increase of 4.8% over comparable 1996 per share 
earnings of $3.12. The improved profitability of the Retail and Services 
segments, coupled with strong Sears Canada performance, was largely offset 
by a decline in Credit results due to an increase in the domestic provision 
lor uncollectible accounts, reflecting the trend of increased delinquencies 
and charge-offs during 1997. 


Reportable Segments 

Segment operating income as reported and excluding noncomparable items is as follows: 


in Jliori$ 

1998 

Kxclitding 

non- 

comparable 

I'tenoi 

Effect of 

non- 

comparable 

items 

1998 
as reported 

1997 

Excluding 

non¬ 

coinparable 

items 

Effect of 

non¬ 

comparable 

items 

1997 
as reported 

1996 

Retail 

$ 734 

$(352) 

$ .382 

S 928 

$ 23 

S 951 

$ 841 

Services 

375 

- 

.375 

361 

— 

361 

305 

Credit 

1.086 

58 

1,144 

1.00,5 

(253) 

752 

1,164 

Corporate 

(211) 

— 

(211) 

(212) 


(212) 

(216) 

Domestic operating income 

1,984 

(294) 

1,690 

2.082 

(230) 

1,852 

2,094 

international 

165 

— 

165 

142 

— 

142 

(11) 

Total operating income 

$2,149 

$(294) 

$1,8.55 

S2,224 

$(230) 

$1,9.94 

$2,083 
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SEARS, ROEBUCK AKD CO. 

Management’s Analysis of Consolidated Operations (conljnued) 



Retail 

Retail store revenues as reported, operating income excluding 
noncoinparablc items and related information are as follows: 


millions, cxcepi mi inter of.scores and 

Retail score reveiuics per selling .square fooi 

1 1<)98 

1997 

1996 

Full-line Stores revenues 

Specialf}' Stores cevenucs 

$23,140 

7,289 

$22,839 

7,247 

$21,581 

6,281 

Total Retail revenues''' 

$30,429 

$30,086 

$27,862 

Operating income excluding noncoinparable items 

$ 734 

$ 928 

$ 841 

Number of Full-line Stores 

Number of'Speoalty Store.s 

S45 

2,198 

833 

2,697 

821 

2,550 

Total Retail stores 

3,043 

3,530 

3,371 

Retail store revenues per selling square foot'-' 
Comparable store sales percentage increase 

$ .317 

1.1% 

$ 318 

2.3% 

$ 321 

5.8‘ 


Tlie Coinpaiiv's 1997 fisial year includwl 55 uecks, compared to 52 weeks in 1998 and 
1996. Excluding the 53rrl week in 1997. total retail revenue.s increased 3.0% in 1998 and 
6.0% in 1997. 


1997 revenues per square foot calculation excludes the 53rd week. 

Retail revenues increased l.l%in 1998 to $30.43 billionfrom 
$30.09 billion in 1997. Revenues in 1998 included 52 weeks compared 
to 53 weeks in 1997. 

Full-line Stores revenues increased 1.3% in 1998, benefiting from 
the net addition of 12 Full-line Stores as 23 stores were opened and 
11 were closed. The Full-line Stores increase wa.s led by solid revenue 
performance in hardlines merchandise as comparable store sales increased 
in 1998. Hardlines revenue increases in home appliances and electronics 
were partially offset by a decline in home improvement and home office 
merchandise sales. Tire bardlirres revenue increase was partially offset by- 
soft apparel sales. Apparel sales were strong in women’s special sizes, fine 
jeweliy and cosmetics and fragrances but weak in dresses, junior's, boy’s 
and men’s apparel. 

In addition to revenue growdi in the Full-line Stores, Specialty Store 
revenues increased slightly to $7.29 billion m 1998 from $7.25 billion in 

1997. The strong revenue performance in Hardevare and Dealer Stores 
was offset by- a decline m Auto Stores revenues. 

The revenue increase in Hardware and Dealer Stores in 1998 resulted 
from die addition of new stores and strong comparable store sales increases. 
During 1998, the Company opened 10 net new Hardware Stores and 77 net 
new Dealer Stores. The Commercial Sales business also produced strong 
revenue gains as the Company continued to expand this business. In 1998, 
HomeLife revenues decreased slightly and the HomeLife business ended 
1998 with one less store than in 1997. 

The Auto Stores 1998 revenues declined frotjj 1997 levels as 
comparable store sales decreased. Both Sears Auto Centers and NTB sales 
were adversely affected by^ the relatively mild winter weadoer experienced 
in 1998. Results were also affected by the sale of dre Parts Group on 
November 2,1998, which caused 1998 revenues to reflect only 10 months 
of Parts Group sales versus 12 months in the prior year. Throughout 

1998, the Company worked to build name recognition for the new NTB 
format. As of year end, the Company operated 789 Sears Auto Centers 
and 347 NTB stores. 

Retail revertues increased 8.0% in 1997 to $30.09 billion from 
$27.86 billion in 1996. Revenues in 1997 included 53 weeks compared 
to 52 weeks in 1996. 


Full-line Stores revenues increased .5.8% in 1997 as the Company 
opened 21 and closed 9 Full-line Stores. The addition of the 53rd week in 

1997 also contributed to the revenue growth. In 1997, apparel sales gains 
were led by increases in women’s ready-to-wear, children’s and men’s 
fashions and footwear. Hardlines merchandise liad a solid revenue increase 
in 1997 led by strong sales growth in home appliances and electronics 
merchandise, partially offset by a decline in home improvement 
merchandise sales. 

Specialty Store revenues increased to $7,25 billion in 1997 from 
$6.28 billion in 1996, The increase primarily resulted from a full year of 
sales from the Orchard Supply Hardware Stores in 1997, compared to 
1996, which included only fourtli cjuarter sales; and die 53rd week in 1997. 
Dealer Stores revenues increased as the Company added 107 net new stores 
in 1997. The HomeLife business closed 23 locations in 1997 to focus better 
on high concentration jnarkets and cost management. 

Auto Stores revenues declined slighdy in 1997 from 1996 as comparable 
store sales decreased fi-orn prior year levels. Results were adversely affected 
by the store conversions in both die 
Sears Tire Group and Parts Group. 

As ofyear-end 1997, die Company 
had substantially completed both 
conversion plans and operated 780 
Sears Auto Centers, 326 NTB stores 
and 576 Parts Amehca stores. 

In addition to revenue 
performance, gross margin, selling 
and administrative expenses and 
depreciation and amortization are 
important elements in determining 
Retail operating income. The following 
discussion of Retail gross margin, 
selling and administrative expense 
and depreciation and amordzalioii 
excludes the effect of noncomparable 
items to provide a more meaningfril 
comparison between years. The 

nonconiparable items that affected the Retail segment operating income 
were the impairment losses related to the sales of Western Auto and 
HomeLife in 1998, and the Parts America conversion and the 
postretirement life insurance curtailment in 1997. 

Retail gross margin as a percentage of Retail revenues declined 90 basis 
points in 1998 from 1997. hi 1997, Retail gross margin as a percentage of 
Retail revenues declined 40 basis points from 1996. Botfi years declined clue 
to higher promotional activity driven by a competitive retail environment. 

Retail selling and administrative expense as a percentage of Retail 
revenues improved 40 basis points in 1998 from 1997. In 1997, Retail 
selling and administrative expense as a percentage of Retail revenues 
improved 70 basis points from 1996. Both years improved primarily due 
to leveraging payroll and other employee-related costs. 

Retail depreciation and amortizadoii expense increased 6.4% in 

1998 from 1997 and 15.2% in 1997 compared to 1996. These increases 
reflect the continuation of the Company’s store remodeling program and 
the growth in the number ofSpecialty Stores in operation. 


Comparable Store Sales Growth 

Sears MerriR Lynch Broadline 

Relailefs Index 


5.8% 2.3% 

1.1% 


. 1 








44% 

44% 



1 - 





1 
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1996 

1 1997 

1998 
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SEARS, ROEBUCK AND CO. 

Management’s Analysis of Consolidated Operations (continued) 



Services 

Sei’vices revenues and operating income as reported are as follows 
(iioncornparable items did not have an effect on operating income of the 
Sendees segment): 


iiiillious 

1998 

1 1997 

1996 

Seivices revenues 

$,‘1,113 

$3,073 

S2,8I9 

Operating income 

S 375 

$ 361 

$ 305 


Services revenues, generated primarily by the Home Services business, 
increased 1.3% in 1998. Home Seivices revenues were flat due to a slight 

decline in the honre improvement 
business and the 53rd week Iticluded 
in the prior year. The Company plans 
hiture growth in the Home Services 
business through market expansion, 
improved marketing effectiveness 
and strengthening of the Company’s 
licensees. Sears Direct revenues 
increased 8.5% in 1998 from 1997 
levels due to continued strength of 
its marketing programs in targeting 
customers at home for its various 
merchandise and seivices. All 
categories of Sears Direct products 
showed improved revenue results, 
including clubs and services, insurance 
and specialty catalogs. 

In 1997, Sendees revenues 
improved 9.0% primarily due to 
increased Home Sendees revenues, led by increases in in-home repair 
seivices and growth in home improvement seivices. Revenues in 1997 
also included the effect of the 53rd week. Sears Direct revenues increased 
substantially in 1997 from 1996 levels due to continued strength ofits 
Insurance programs. 

Services gross margin as a percentage ofServices revenues increased 
100 basis points in 1998 from 1997. The margin rate increased due to 
tlie continued effort to improve the profitability of the service contracts 
portfolio within the Home Sendees business. In 1997, Services gross 
margin as a percentage of revenues improved 370 Irasis points from 1996, 
primarily due to improved profitability of tbe serv'ice contracts portfolio. 

Services selling and administrative expense as a percentage of Services 
revenues increased 50 basis points in 1998 from 1997. The increase was 
due to increased infrastructure investments m the businesses to support 
planned growth. In 1997, Servdees selling and administrative expense as 
a percentage ofServices revenues increased 240 basis points from 1996 
due to increased marketing costs. 

Services depreciation and amortization expense increased 14.1% in 1998 
from 1997 and 11.8% in 1997 compared to 1996. These increases reflect both 
the internal growth of the business and growth through acquisition. 

Overall, Services operating income as a percentage of Services revenue 
was relatively flat in 1998 compared to 1997. A slight increase in the 
Home Services operadng margin was offset by a decline in tiie Sears Direct 
operating margin. Even with a decline in operating margin in 1998, the 
Sears Direct business continued to provide a significant portion of the 
operating income for tbe Seiwices segment. 


Services Revenues iiooo-om) 

in millions 



$ 2,819 

53,073 

$ 3,113 






. ■ 





*■ 




2 , 500 - 

2 , 250 - 

9 


















1996 

1997 

1998 


Credit 

Domestic Credit revenues as reported and operating income are as follows: 


niilliuns 

1 1998 

1 1997 

1996 

Credit revenues 

$4,369 

$4,649 

$3,995 

Operating income excluding noncomparable items 
Noncomparable items: 

$1,086 

$1,005 

SL164 

SFASNo. 125 

58 

222 

— 

Reaffirmation cliarge 

— 

(475) 

— 

Operating income as reported 

$1,144 

$ 752 

$1,164 


The primary reason for the $392 million increase in 1998 reported 
operating income in die Credit segment compared to 1997 is the $475 million 
reaffirmation charge which adversely affected 1997 results. Other factors 
affecting reported Credit operating results are discussed below. 

In 1998, Credit revenues decreased 6.0% to $4.37 billion. The 
decrease in Credit revenues was attributable to a lower level of owned credit 
card receivables and the 53rd week included in the prior year. In 1997, 
Credit revenues increased 16.4% to $4.65 billion, reflecting higher average 
owned receivable balances, increased late fees and the benefit of the 53rd 
week of revenues. Excluding the effect from die change in accounting 
related to SEAS No. 125 in 1997, Credit revenues would have increased 
24.4% over 1996 levels. 

A summaiy of Credit information for die managed portfolio is as follows: 



1 1998 

1997 

1996 

Sears Card as a % ofsales'O 

51.6% 

55.1% 

56.6' 

-Average account balance (dollars) 

$ 1,076 

$ 1.058 

S 977 

-Average managed credit card receivable.s (millions) 

$27,922 

$27,150 

$24,631 


Sears Card as a% of sales includes Full-line Stares, Home Stores, Home Services, 

Sears Auto Centers and Retail Outlet Stores. 

The percentage of merchandise 
sales and seivices transacted with the 
Sears Card in 1998 declined to 51.6% 
compared to 55.1 % in 1997, due to 
a greater preference for otlier payment 
methods, including cash, check and 
third-party credit cards. 

Credit selling and administrative 
expense increased 7.7% in 1998 
from the 1997 amount. This increase 
was primarily attributable to increased 
investment in collection and risk 
management activities and litigation 
costs. In 1997, selling and adminis¬ 
trative expense decreased 7.4% 
from the 1996 level primarily due to 
the implementation ofSFAS No. 125 
accounting. Excluding the effect from 
the change in accounting method, 
selling and administrative expense increased 10.4% while adjusted 
Credit revenues increased 24.4%, and therefore, the ratio of selling and 
administrative expense to Credit revenue improved 200 basis points in 
1997 compared to 1996. 


Credit Operating Income 

in millions 
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SEARS, ROEBUCK AND CO. 

Management’s Analysis of Consolidated Operations ((ontiiiijed) 



Domeslic provision for uncollectible accounts and related information 
is as follows: 




Provision for uncollectible accounts 
Net credit cbarge-ofFs to average 
managed crLxlic card receivables""'’ 
Delinquency rates at year end'”' '* 

Owned credit Card receivables 
Allowance lor uncollectible owned accounts 


S 1,261 $ 1093 S 916 

7.35% 6,48% 4.21% 

6.82% 7.00% 5.40% 

817,443 $19,386 $18,645 

$ 942 S 1,077 $ 753 


Tlie net credit charge-ofl rate includes ilie eireci of ilic account conversion for 12% of 
accoimts onto the new credit system ("TSYS”) in iIr- fourili quarter of 1998. The effect 
on the charge-ofl rate was not material. 

Tlie following table sees forth the quarterly net credit charge-ofl rates for the managed 
portfolio for J.99S and 1.9,97. Although the 1998 annual ciiarge-uff rate is higher than 
1997, 1997 was a year of rapid deter ioiation in the charge-off r ate while 1998 showed 
considerable ini|)rovcinciU: 



Ql 

Q2 

Q3 

Q4 

1997 

4.97% 

5.69% 

6.87% 

7.76'ki 

1998 

8.12% 

7.37% 

7.20% 

6.74% 


L rider the Coinpairy's proprietan' credit system, an account is gencr'ally considered 
tlelinc|ucnt when its cutnnlative jxrsi due balance is three or more times tire scheduled 
minimum monthly payment. 

The 1998 delinquency rate is for tire S8% of the managed accounts that have nui been 
convened to I'SYb. for the TSYS accounts, wlriclr represent 12% of the managed 
accounts at year end, the delinquency rate is 1 0.1%, For TSYS accounts, the aging 
methodology' is based on the irumber of completed billing cycles during which a customer 
Iras failed to make a required payment. Thcrelore, under TSYS, accounts are considered 
delinqneiii wlien a customer has lailed to make a payment in each of the last three or 
more billing cycles. 

In 1998, the provision for uncollectible accounts decreased 15..5% 
from 1997. The decrease is primarily attributable to favorable trends in 
delinquency rates, cliarge-olf experience and bankruptcy filings, as well as 
lower owmed credit card receivable balances and one less week ofprovision 
expense in 1998 compared to 1997 due to the effect of the 53rd week. 

As of January 2,1999, the allowance balance was $942 million compared 
to $1.08 billion at January 3,1998. The $135 million decrease in the 
allowance for uncollectible accounts relates to the improvement in portfolio 
quality' and die reduction in owned credit card receivable balances. The owned 
credit card receivables decreased $1.94 billion during 1998 primarily due 
to the transfer of credit card receivables from Sears to a securidzation Master 
Taist to provide receivable balances for future securitizations. Receivables 
transfeiTed to the securidzadon Master Tmst in 1998 are classified as retained 
interest in transferred credit card receivables in die balance sheet, and a 
$106 million allowance for uncollectible accounts relating to the transferred 
receivables is included as a reduction of retained interest in transferred credit 
card receivables at die end of 1998. The provision for uncollectible accounts in 
1997 was 63.0% abo\'e 1996, reflecting increased delinquencies, charge-offs 
and bankru])tcies, growtli in the owned credit card receivables portfolio, and 
a reduced rate of credit reaffirmations. If 1997 were adjusted to a comparable 
basis with 1996 by excluding die effect on die provision for SFAS No. 125 
accoLindng, the provision would have been $1.91 billion, a 108.6% increase 
over 1996. 


Interest expense from the domestic segments is included in the Credit 
segment discussion since the majority of the Company’s domestic interest 
expense is allocated to the Credit segment. Generally, the domeslic interest 
expense that is not allocated to the Credit segment is allocated to the 
Retail segment and is not a significant cost relative to costs of sales, buying 
and occupancy, selling and administrative expense and depreciation and 
amortization expense in the Retail segment. 

Dotnestic interest expense is combined with the funding cost on 
receivables sold through securitizations to represent total funding costs. 
The Company uses credit card receivable securitizations as a significant 
funding source and therefore, for purposes of this analysis, the interest paitl 
on securitizations is considered a funding cost. I’he total domestic ftmding 
costs are as follows; 


inillioii) 

H 

1 1997 

1996 

Domestic segments interest expense" 

Sl,318 

$1,2.90 

$1,191 

Domestic funding cost of securiti'/.ed receivables 

433 

4,37 

348 

Total domesde funding costs 

SI,751 

$1,727 

$1,539 


Credit segment interest expense was $1.244, $1,259 and $1,19J for 19.98, 1997 
and 1996, respectively. 

Total domestic funding costs increased 1.4% in 1998 to $1.75 billion. 
The increase in funding costs reflects additional debt needed to support 
a larger managed credit card receivable portfolio, higher inventoiy levels, 
capital spending and share repurchases, partially offset by a lower funding 
rate environment. While the managed credit card receivables and inventory 
levels were higher on average throughout 1998 than in 1997, the managed 
credit card receivable balances and inventory balances at the end of 1998 
were actually lower than at the end of 1997, as noted in management’s 
analysis of consolidated financial condition. In 1997, the increase in 
funding costs reflects higher funding requirements due to a larger managed 
credit card receivable portfolio and the redemption of the Preferred Shares 
in the fourth quarter of 1996, partially offset by loM'er effective funding rates 
resulting from the refinancing of higher rate debt. 

Corporate 

Coiporate sellingand administrative expense decreased $1 million in 1998 
compared to 1997.1’he decrease was primarily attributable to targeted 
cost containment ancl reduction eflbrt.s. In 1997, corporate selling and 
administrative expense decreased $4 million compared to 1996 due to 
similar cost control efforts. 
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SEARS, ROEBUCK AND CO. 

Management’s Analysis of Consolidated Operations 


(continued) 



international 

Internationa] revenues and operadng income are as follows (noncomparable 
items did not have an effect on operating income of die Internadonal segment); 


millions 

1998 

1 1997 

1996 

Merchandise sales and serc'ices 

S3,162 

$3,212 

$3,070 

Credit revenues 

249 

276 

318 

Total revenues 

$3,411 

$3,488 

$3,.388 

Operating income 

S 165 

S 142 

$ (11) 


International operating income improved $23 million in 1998 
compared to 1997. The improvement is due to revenue growth resulting 
from the aggressive growth strategy in the furniture and dealer store 
networks and renovations of full-line stores; as well as strong expense 
leverage and less interest expense, partially offset by a lower exchange rate. 
Operating income improved $153 million in 1997 compared to 1996 as 
Sears Canada benefited from the improving economic environment in 
1997, as well as the favorable response to die remodeling of its frill-line 
stores and expansion ofits furniture and dealer networks. 


Internadonal operations include die results of Sears Canada for all 
periods presented and the results of Sears Mexico through the first quarter 
of 1997, when the Company sold its majority interest. 

International revenues were $3.41 billion in 1998, a 2.2% decrease 
from revenues of $3.49 billion in 1997. The decrease resulted from the 
inclusion of $100 million of revenues related to Sears Mexico in the prior 

year. Excluding the effect of Sears 
Mexico, Sears Canada had strong 
retail and catalog sales performance in 
1998 which was pardally offset by the 
negadve effects of a weaker Canadian 
dollar. In 1997, revenues increased 
3.0% from 1996 due to Sears Canada 
revenues increasing 13.5% on strong 
retail store and catalog performance, 
partially offset by the loss of revenues 
clue to the sale of Sears Mexico. 

International gross margin 
as a percentage of International 
merchandise sales and services 
decreased 30 basis points in 1998 
from 1997. Sears Canada gross 
margin rate declined primarily due 
to increased buying costs. In 1997, 
International gross margin as a 
percentage of International merchandise sales and services increased 
200 basis points from 1996. Sears Canada gross margin rate improved 
substantially due to savings realized from merchandise sourciiig initiatives. 

International selling and administrative expense as a percentage of 
total Internationa] revenues improved 100 basis points in 1998 from 1997. 
Sears Canada selling and administrative expense rate improvement was 
primarily due to leveraging payroll and other employee related costs. In 
1997, International selling and administrative expense as a percentage of 
total International revenues improved 110 basis points from 1996. Sears 
Canada selling and administrative rate improvement was primarily due to 
cost containment initiatives coupled with revenue growth and a favorable 
comparison to 1996, which included a restructuring charge. 


OTHER INCOME 

Consolidated other income consists of: 


millions 


1997 

1996 

Gain on .sale of Advanus 

$— 

$150 

$— 

Loss on sale of Sears Mexico 

— 

(21) 

— 

Gain on sales of property and investments 

20 

7 

36 

Miscellaneous 

8 

8 

(6) 

Total 

$28 

$144 

S30 


INCOME TAX EXPENSE 

Consolidated income tax expense as a percentage of pretax income was 
40.7% in 1998,42.7% in 1997 and 39.5% in 1996. The current year tax 
rate was increased by certain items related to the sale ofWestern Auto. 
Excluding the effect of the Western Auto sale, the Company’s consolidated 
effeedve tax rate would have been 38.2% in 1998. The 1997 tax rate was 
increased by certain items related to the reaffirmation charge and the first 
quarter sale of Sears Mexico. Excluding these significant items, the 
consolidated effective tax rate would liave been 39.9% in 1997. Excluding 
significant items in both 1998 and 1997, the decrease in 1998 income tax 
expense as a percentage of pretax income compared to 1997 is due to 
favorable resolution of tax audit issues as well as a reduction in domestic 
taxes on International operadons. The increase in 1997 compared to 1996 
was due to higher foreign tax expense on international operations, partially 
offset by a lower effeedve tax rate on domestic operations. 

SUPPLEMENTAL DOMESTIC OPERATIONS INFORMATION 
The implementation of tire Financial Accounting Standards Board’s 
new rules on segment reporting has resulted in a new set of reportable 
segments: Retail, Services, Credit, Corporate and International. These 
new segments and their results of operations have been discussed on 
the preceding pages. The Company is also providing the supplemental 
domestic operations information in the form reported in previous years 
to help facilitate the transition to our new reporting model in this year of 
changing reportable segments. 


International Operating Income 

(l99o-ri9S) in millions 
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SEARS, ROEBUCK AND CO. 

Management’s Analysis of Consolidated Operations (continued) 


Dome.stic operating income as reporietl and excluding noncomparable items is as follows: 





1998 

Excluding 

non* 

comparable 

items 

Effect of 

non- 

comparable 

itenu 

1998 
as reported 

1997 

Excluding 

non- 

comparable 

items 

Effect of 

non¬ 

comparable 

items 

1997 
as reported 

1996 

Merchandise sales and sen ices 

Credit revenues 


$33,542 

4,918 

S — 

(549) 

533,542 

4,369 

$33,159 

4,970 

$ -■ 
(321) 

$33,159 

4,649 

$30,681 

3,995 

Total doinesiic revenues 


.38,460 

(.’>49) 

37,911 

38,129 

(321) 

37,808 

34,676 

Cose of sales, bnving and occupanev 


24,935 

— 

24,935 

24,417 

14 

24,431 

22,584 

Gross margin Vo 


25 . 7 % 


25 . 7 % 

26.4% 


26.3% 

26.4%, 

Selling; and administrative 


7,718 

(129) 

7,589 

7.713 

(171) 

7,542 

7,261 

% ofivlal ir.vrniies 


20 . 1 % 


20 . 0 % 

20.2%. 


19.9% 

20.9%, 

Provision for uncollectible accounts 


1.7.39 

(478) 

1,261 

1.910 

(417) 

1.493 

916 

Depreciation and amortization 


766 


766 

717 

8 

725 

6.30 

Interest 


1,318 

— 

1,318 

1,290 

— 

1,290 

1.191 

Impairment losses 


— 

.352 

352 

— 

— 

— 

- - 

Reaffirmation charge 


— 

— 

— 

— 

475 

475 

-- 

Total costs and expenses 


36,476 

(255) 

36,221 

36,047 

(91) 

33,956 

32,582 

Operating income 


$ 1,984 

S(294) 

S 1,690 

$ 2,082 

$(230) 

S 1,8.52 

S 2,094 


The following discussion of domestic operating results excludes the 
effect of noncoraparable items to provide a more meaningful comparison 
between years, While the table of noncomparable items on page 19 
indicates the effect on net income and earnings per share for each item, 
the above table includes only the effect on operating income. In addition, 
this table includes the reclassification effect related to the implementation 
of SFAS No. 125 as contrasted with the accounting treatment prior to 
implementation of this standard. 

Domestic operations revenue increased 0.9% in 1998 to $38.46 billion, 
compared to $38.13 billion in 1997. Revenue results included a 1.1% increase 
in Retail revenues, a 1.3% increase in Semces revenues and a 1.0% decrease 
in Credit revenues. In 1997, domesdc operations revenues increased 10.0%, 
led bv a 24.4% increase in Credit revenues. 

Gross margitt as a percentage of domestic merchandise sales and 
services declined 70 basis points to 25.7% from 26.4% in 1997. The 
decline is due to increased promotional activity in the Retail segment. 

In 19.97, gross margin as a percentage of domestic merchandise sales and 
services remained flat at 26.4% as the Retail gross margin rate declined 
due to higher promotional activity, but was offset by an improvement in 
the Services gross margin. 

Selling and administrative expense as a percentage of domestic 
revenues improved 10 basis points in 1998 to 20.1% from 20,2% in 1997. 
The improvement was primarily attributable to improved Retail expense 
leverage, partially offset by increased operating expenses within Credit and 
Ser\dces. In 1997, selling and administrative expense as a percentage of 
domestic revenues improved 70 basis points to 20.2% from 20.9% in 1996. 
The improvement was primarily attributable to leveraging payroll and other 
employee related costs in the Retail segment, partially offset by increased 
marketing in the Services segment. 


INFLATION 

The moderate rate of inflation over the past three years has not had a 
significant effect on the Comj)any's sales and profitability. 

OUTLOOK 

In 1999, the Company expects operating income to grow in its Retail, 
Services, Credit and International segments. The Company anticipates 
low double-digit earnings per share growdi on a comparable basis for tire 
full year of 1999. 

CAUTIONARY STATEMENT REGARDING 
FORWARD-LOOKING INFORMATION 

Certain statements made in this Annual Report are forward-looking 
statements ntade in reliance on the safe harbor provisions of the Private 
Securities Litigation Reform Act of 1995, As such, they involve risks and 
uncertainties that could cause actual results to differ materially. The 
Company’s forw^ard-looking statements are based on assumptions about 
many important factors, including ongoing competitive pressures in tire 
retail industry, changes in consumer spending, general North American 
economic conditions (such as interest rates and consumer confidence) 
and nonnal business uncertainty. In particular, tire discussion of Year 2000 
matters beginning on page 29 is based on assumptions about a variety 
oi factors, including the technical skills of employees and independent 
contractors, the representations and preparedness of third parties, vendors’ 
delivery of merchandise and performance of services required by the 
Company and the collateral effects of Year 2000 compliance issues on the 
Company’s bu.siness partners and customers. While dre Company believes 
that its assumptions are reasonable, it cautions that it is impossible to 
predict the impact ofeertain factors which could cause actual results to 
differ materially from expected results. 
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SEARS, ROEBUCK AND CO. 


Consolidated Balance Sheets 



millions, except per share dxia 

1998 1 

1997 

ASSETS 

Current assets 

Cash and cash equivalents 

$ 495 

S 358 

Retained interest in transferred credit card receivables 

4,294 

3,316 

Credit card receivables 

18,946 

20,956 

Less allowance for uncollectible accounts 

974 

!,1I3 

Net credit card receivables 

17,972 

19,843 

Other receivables 

397 

335 

Merchandise inventories 

4,816 

.5.044 

Prepaid expenses and deferred charges 

506 

517 

Deferred ittcome taxes 

791 

830 

Total current assets 

29,271 

30,243 

Pro]3erty and equipment 

Land 

395 

487 

Buildings and improvements 

5,530 

5,420 

Furniture, fixtures and equipment 

4,871 

4,919 

Capitalized leases 

530 

498 

Gross property and equipnrent 

11,326 

11,324 

Less accumulated depreciation 

4,946 

4.910 

Total property and equipment, net 

6,380 

6,414 

Deferred income taxes 

572 

666 

Other assets 

1,452 

1,377 

TOTAL ASSETS 

$37,675 

$38,700 

LIABILITIES 

Current liabilities 

Short-term borrowings 

$ 4,624 

$ 5,208 

Current portion of long-term debt and capilahzed lease obli^tions 

1,414 

2,561 

Accounts payable and other liabilities 

6,732 

6,637 

Unearned revenues 

815 

830 

Other taxes 

524 

554 

Total current liabilities 

14,109 

1.5,790 

Loiig-ter.in debt arid capitalized lease obligations 

13,631 

13,071 

Postreiirement benefits 

2,346 

2,564 

Minority interest and other liabilities 

1,523 

1,413 

TOTAL LIABILITIES 

31,609 

32,838 

COMMITMENTS AND CONTINGENT LIABILITIES 

SHAREHOLDERS' EQUITY 

Connnon shares ($.75 par value per .share, 1,000 shares authorized, 383.5 and 390.9 shares outstanding) 

323 

323 

Capital in excess of par value 

3,583 

3,598 

Retained earniugs 

4,848 

4,158 

Treasury stock — at cost 

(2,089) 

(1,702) 

Deferred ESOP expense 

(175) 

(204) 

Accumulated other comprehensive income 

(424) 

(311) 

TOTAL SHAREHOLDERS’ EQUITY 

6,066 

5,862 

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 

$37,675 

$38,700 


See accompamingnotes- 
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SEARS, ROEBUCK AND CO. 

Management’s Analysis of Consolidated Financial Condition 



ANALYSIS OF CONSOLIDATED FINANCIAL CONDITION 
The Company’s significant financial capacity and flexibility are exemplified 
by the quality and liquidity of its assets and by its ability to access multiple 
sources of capital. 

The owned credit card receivables balance of $18.95 billion excludes 
credit card receivables transferred to a securitization Master Trust (“Trust”). 
Through its subsidiary, SRFG, Inc., the Company sells securides backed 
by a poitioii of the receivables in the Trust to provide funding. In addition 
to the receivables in the Tmst which back securities sold to third parties, the 
Company transfers additional receivables to the Trust in accordance with 
the terms of the securitization transacdons and to have receivables readily 
available lor future securitizations. 

A summary of these balances at year end is as follows: 


millions 


1997 

1996 

Domestic: 




Managed credit card receivables 

$28,357 

$28,945 

$27,063 

Securitized balances sold 

(6.626) 

(6,404) 

(6,330) 

Retained interest in transferred 




credit card receivables'’' 

(4,400) 

(3,316) 

(2.260) 

Other customer receivables 

112 

161 

172 

Domestic owned credit card receivables 

17,443 

19,386 

18,645 

International owned credit card receivables'” 

1,.50.3 

1,570 

1,459 

Consolidated owned credit card receivables 

$18,946 

$20,956 

$20,104 


Tlie 1998 retained interest amount is sliown before reseive ofSlOG million related 
to tite transfers during 1998. 

International o\vii<xi credit card receivables are net of sold balances of S267 million in 1996. 

The credit card receivable balances are geographically diversified within 
the United States and Canada. The Company grants retail consumer credit 
based on the use of proprietar)' and commercially available credit histories 
and scoring models. The Company promptly recognizes uncollectible 

accounts and maintains an adequate 
allowance for uncollecdhle accounts 
to reflect losses inherent in the owned 
portfolio as of die balance sheet date. 

Inventories are primarily 
valued on the last-in, first-out or 
LIFO method. Inventories would 
have been $679 million higher if 
valued on the first-in, first-out or 
FIFO method atjanuary 2,1999. 
Inventories on a FIFO basis totaled 
$5.50 billion atjanuary 2, 1999, 
compared to $5.76 billion at 
January 3,1998. The decrease 
in inventory levels reflects the 
November 2, 1998, sale of Western 
Auto. Excluding the Western 
Auto inventory at year-end 1997, 
inventoity increased $91 million 
due to additional inventory needed 
to support the addition of new 
Full-line and Specialty Stores. 


CAPITAL RESOURCES 

Total net fimding for the Company atJanuaty 2, 1999, was $26.30 billion 
compared with $27.24 billion atjanuary 3,1998. The decrease in funding 
is primarily due to a decrease in domestic managed credit card receivable 
balances at year-end 1998 compared to year-end 1997 and the disposidon of 
Western Auto. Net year-end funding, including debt reflected on the balance 
sheet and investor certificates related to credit card receivables sold through 
securitizadons, is as follows: 


millions 

1 1998 

% of Total 1 

19^17 

% ol'Tulal 

). 9 , 9(7 

% ofTuiiil 

Short-term 

borrowings 

$ 4,624 

17.6% 

$ 5,208 

19.1% 

$ 3,533 

14,1% 

Long-term debt 
and capitalized 
lease obligations 

15,04,5 

57.2% 

15,632 

57.4% 

14,907 

59.5% 

Securitized 
balances sold 

6,626 

25.2% 

6,404 

23.5% 

6,597 

26.4% 


Total funding $26,295 100.0% $27,244 100.0% $25,037 100.0% 


In 1998, the Company reduced the percentage of short-term 
borrowings and increased fixed-rate, longer-term debt and securitization 
funding in its funding mix as interest 
rate conditions were favorable in the 
term debt markets. The Company 
accesse.s a variety of capital markets 
to preserve flexibility and diversify 
its funding sources. The broad access 
to capital markets also allows the 
Company to effectively manage 
liquidity and repricing risk. Liquidity 
risk is the measure of the Company’s 
ability to fund maturities and provide 
for the operating needs ofits 
businesses. Repricing risk is the effect 
on net income from changes in interest 
rates. The Company’s cost offunds 
is affected by a variety of general 
economic conditions, including the 
level and volatility of interest rates. 

To aid in the management of repricing 
risk, the Company uses off-balance 
sheet financial instruments, such as 
interest rate swaps. The Company has 
policies that centrally govern the use 
of such off-balance sheet financial instruments. 

The current ratings of die Company’s debt securities appear in the 
table below; 



Moody’s 

Investors 

Services, 

Inc. 

Standard 

8c Poor's 

DulF& 
Phelps 
Credit 
Rating Co. 

Fitch 

IBCA, 

Inc. 

Unsecured long-term debt 

A2 

A- 

A 

A 

Unsecured commercial paper 

P-1 

A-2 

D-1 

F-l 

Term securjtl.zation 

Aaa 

AAA 

\AA 

AAA 


1998 Assets 



■ 49% Net Receivables 

■ 17% Property & Equipment 

■ 13% Inventory 

■ 11% Retained Interest Assets 

■ 10% Other 


Funding Sources 
at Year-End 1998 



■ 30% Medium-Term Notes 

■ 26% Securitization 

■ 26% Senior Unsecured 

■ 16% Unsecured 

Commercial Paper 

■ 2% Other 
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SEARS, ROEBUCK AND CO. 

Consolidated Statements of Cash Flows 



millions 

1998 ■ 

1997 

1996 

CASH FLOWS FROM OPERATING ACTIVITIES 

Net income 

$ 1,048 

$ 1,188 

$ 1.271 

Adjustments to reconcile net income to net cash provided by 
(used in) operating activities 

Depreciation, amortization and otlier noncash items 

907 

807 

774 

Extraordinary loss on early extinguishment of debt 

37 

— 

— 

Provision for uncollectible accounts 

1,287 

1,532 

971 

Loss (gain) on sale of businesses 

352 

(129) 

— 

(Gain) loss on sales of property and investments 

(20) 

7 

(36) 

Change in (net of acquisitions); 

Deferred income taxes 

178 

273 

(31) 

Retained interest in iratisfenrcd credit card receivables 

(978) 

(1,0.56) 

3,318 

Credit card receivables 

423 

(2,285) 

(5,739) 

Merchandise inventories 

(167) 

(475) 

(475) 

Other operating assets 

(65) 

(160) 

111 

Other operating liabilities 

88 

(258) 

1,025 

Net cash provided by (used in) operating activities 

3,090 

(556) 

1,189 

CASH FLOWS FROM INVESTING ACTIVITIES 

Acquisition of businesses, net of cash acquired 

(34) 

(138) 

(296) 

Proceeds from sales of property and investments 

220 

394 

42 

Purchases of property' and equipment 

(1,212) 

(1,328) 

(1,189) 

Net cash used in investing activities 

(1,026) 

(L072) 

(1.443) 

CASH FLOWS FROM FINANCING ACTIVITIES 

Proceeds from long-term debt 

2,686 

3,920 

4,683 

Repayments of long-term debt 

(3,37.5) 

(3,299) 

(L832) 

(Decrease) increase in short-term borrowings, primarily 90 days or less 

(576) 

1,834 

(1,814) 

Termination ofinteresf. rate swap agreements 

— 

(633) 

— 

Repayments of ESOP note receivable 

23 

16 

21 

Preferred stock redemption 

— 

— 

(325) 

Common shares purchased for employee stock plans 

(528) 

(170) 

(164) 

Common shares issued for employee stock plans 

126 

103 

134 

Dividends paid to shareholders 

(278) 

(441) 

(394) 

Net cash (used in) provided by financing activities 

(1,922) 

1,330 

309 

Effect of exchange rate changes on casli and cash equivalents 

(5) 

(4) 

(1) 

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 

1.37 

(302) 

34 

BALANCE AT BEGINNING OF YEAR 

358 

660 

606 

B.4LANCE AT END OF YEAR 

$ 495 

$ 358 

$ 660 


See accompan>'ing notes. 
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SEARS, ROEBUCK AND CO. 

Managements Analysis of Consolidated Financial Condition (Curiiinuecl) 



The Company utilizes Sears Roebuck Acceptance Corp. (“SRAC”)., 
a wholly-owned subsidiary, to issue commercial paper, to maintain a medium- 
term note program, to issue intennediatc-tenn notes and to issue long-term 
underwritten debt, SRAC issued tenn debt securities totaling $2..53 billion 
in 1998. SRAC commercial paper outstanding was $4.24 billion and 
$5.25 billion atjanuary 2, 1999, and January 3, 1998, respectively- SRAC 
commercial paper is supported by $6,105 billion ofsyudicated credit 
agreements; $1.04 billion ot’which expires in 1999, $875 million of which 
expires in 2002 and $4.19 billion of which expires in 2003. The weighted 
average interest rate on SRAC term debt issued in 1998 was 6.43% compared 
to 6.78% in 1997. The decrease in rate is due to a general decline in interest 
rates. The following securities were issued dunng 1998; 

• $478 million offixed-rate medium-term notes, weighted average 
coupon of 6.03% and average term of 5.7 years; 

• $50 million of variable-rate medium-term notes, average term of 
one year; and 

• $2 billion of discrete unclei'wntten notes, weighted average coupon 
of 6.53% and average (erm of 20 years. 

The Company, through its subsidiaiw SRFG, Inc., securitizes 
domestic credit card receivables to access intermediate-term funding in 
a cost-efFeedve manner. In 1998, the Company issued $985 million offixed- 
rate term certificates through securitizations, compared to $523 million in 
1997. As of January 2, 1999, there were $6.63 billion ofinvestor cerdficates 
outstanding that were backed by sold domestic credit card receivables. 

During 1997, the Conrpany paid $633 million to terminate two 
interest rate swaps tiiat hedged variable-rate debt. The $633 million 
payment represented the market value of the swap contract.? at the date 
of termination and the related accrued interest payable. As a result, a 
deferred loss of $466 million was recorded and is being amortized as 
interest expense over tlie remaining lives of the original swap period. 

On November 12, 1996, the outstanding 8.88% Preferred Shares, 
First Series were redeemed at a redemption price of $25 per depositor)' 
share plus accrued dividends to the redemption date. 

CAPITAL SPENDING 

The Company has substantially completed its capital expenditure program 
initiated in 1993 to renovate and update its Full-line Stores. In addition, the 
Company has increased tlie number of its Full-line and Specialty Stores. 
Capital expenditures dunng the past three years are as follows: 


miliioiii 

19»8 1 

1997 

1996 

Full-line Stores, primarily 

reinocleling and expansiori elForts 

$ 672 

$ 812 

$ 848 

.Siiecialry Stores 

241 

320 

181 

Other - distriljiition cciicers/support ('unctiou.s 

299 

196 

16U 

Total capital expenditures 

SL2J2 

$1,328 

$ ],189 


.SHARE REPURCHASES 

During 1998, tlie Company repurchased 10.6 million shares of its 
common stock for $528 million under its share repurchase program 
related to eniplo)'ee stock-based incentive plans. 

LIQUIDITY 

Based upon the expected cash flow to be generated from future operations 
and the Company's ability to cost-effectively access multiple sources of 
funding, the Company believes sufficient resources will be available to 
maintain its planned level of operations, capital expenditures and dividends 
in the foreseeable future. 

YEAR 2000 

Year 2000 compliance is the ability of information systems to properly 
recognize and process dates and date-sensitive information including 
the year 2000 and beyond (commonly referred to as Year 2000 or Y2K). 
Year 2000 compliance is critical to the Company because the Company 
and many of its mercliandise vendors and service providers are highly 
reliant on information systems to operate their businesses. 

The Company is using both internal and external resources to 
complete its Year 2000 compliance initiatives. The Year 2000 efforts of 
the Company’s credit and bank operations are subject to reguJatoiy review. 

State of Readiness 

In 1997, the Company established a corporate project office, which reports 
to an executive management team, to oversee, monitor and coordinate the 
Company-wide Year 2000 effort. The Company’s Year 2000 compliance 
plan focuses on three areas — information systems, bu.siness management 
and merchandise vendors — and generally covers six stages: 

• Inventorying the Company’s systems (including equipment with 
embedded chips), merchandise vendors and service providers; 

• Assessing whether a Year 2000 compliance issue exists for each system 
and provider; 

• Remediating each system with a Year 2000 compliance issue by 
performing any necessar)' enhancements, upgrades, modifications or 
replacements; 

• Testing each remediated system by using a date simulation testing tool 
for future dates that trigger specific processing; 

• Certifying each system, which involves performing final testing for 
validation of Year 2000 compliance by systems, finance and business 
senior managers; and, 

• Contingency planning to mitigate Year 2000 compliance risks. 

Only die inventory, assessment and contingency planning stages apply 
to merchandise vendors and service providers. 


The Company plans capital expenditures of$1.2 billion for 1.999, 
w'hich includes remodeling and expansion of approximately 55 existing 
Full-line Stores, the opening ol 18 to 25 new Full-line Stores and tnore 
than 250 Specialty Stores. The Company may also yjnrsue selective 
strategic acc|uisitions. 


ANNIJAI, REPORT I'lyS 29 














SEARS, ROEBUCK AND CO. 


Consolidated Statements of Shareholders^ Equity 







Capita] 





Acctmiulaied 




Cominon 


in Excess 

8.88% 



Deferred 

Other 

Total 

Total 

dollars in millions 

Shares 

Common 

of Par 

Preferret! 

Retained 

'n'easiirv 

ESOP 

Comprehensive 

Shareholders' 

Cc'inpreheiisive 

shares in ihnusands 

Outsuituling 

Stock 

Value 

Shares 

Elantings 

Slock 

Expense 

Ijicouic 

Equity' 

Income 

Balance, beginning of year ]99f) 

390,488 

$322 

$3,634 

$325 

$2,444 

$(1,634) 

$(253) 

$(453) 

$4,385 


Net income 





1,271 




1,271 

$1,271 

Other comprehensive income: 











Currency translation 








4 

4 

4 

Minimum pension liability, net of tax of $28 








8 

8 

8 

Total comprehensive income 










$1,283 

Dividends to shareholders: 











Common ($0.92 per share) 





(360) 




(360) 


Preferred 





(25) 




(25) 


Stock options exercised and other changes 

4,355 

1 

(16) 



143 



128 


Shares repurchased for employee stock plans 

(3,449) 





(164) 



(164) 


ESOP expense recognized 







23 


23 


Preferred stock redemption 




(325) 





(325) 


Balance, end of year 1996 

391,394 

$323 

$3,618 

$ - 

$3,330 

$(1,655) 

$(230) 

$(441) 

$4,945 


Net income 





1,188 




1,188 

$ 1.188 

Other comprehensive income; 











Currency translation 








(17) 

(17) 

(17) 

Rccla-ssification adjustmeiii for 











loss included in net income 








87 

87 

87 

Minimum pension liability, net of tax of $34 








60 

60 

60 

Total comprehensive income 










$1,318 

Dividends to shareholders ($0.92 per share) 





(360) 




(360) 


Stock options exercised and other changes 

2,936 


(20) 



123 



103 


Shares repurchased for employee stock plans 

(3,442) 





(170) 



(170) 


ESOP expense recognized 







26 


26 


Balance, end of year 1997 

390,888 

$323 

$3,598 

$ — 

$4,158 

$(1,702) 

$(204) 

$(311) 

$5,862 


Net income 





1,048 




1,048 

$1,048 

Other comprehensive incoine: 











Currency translation 








(31) 

(31) 

(31) 

Minimum pension liability, net of tax of $45 








(82) 

(82) 

(82) 

Total comprehensive income 










$ 935 

Dividends to shareholders ($0.92 per share) 





(358) 




(358) 


Stock options exercised and other changes 

3,263 


(15) 



141 



126 


Shares repurchased for employee stock plans 

(10,643) 





(528) 



(528) 


ESOP expense recognized 







29 


29 


Balance, end ofvear 1998 

.38.3,508 

$.323 

$3,583 

$ — 

$4,848 

$(2,089) 

$(175) 

$(424) 

$6,066 



See acconipanyiti^ notes. 
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The infonnadon systeins area includes: 

• The Company’s proprietaiy and third party infoniiation systeins; 

• Related liardware, software and data and telephone networks; and, 

• Information systems service jiroviders. 

As ot January 30, 1999, the Company has completed an inventory 
and assessment of its mission critical (vital to business operations) infor¬ 
mation systems. The Company has remediated approximately 82% of its 
mission critical systems and has assessed or tested approximately 63% 
of them as Year 2000 compliant, subject to certification. The Company 
expects to have substantially completed remediation and testing by July 
1999 and certification by November 1999. The Company has issued a 
moratorium on deploying any non-Year 2000 changes into its systems 
production environment from July 1, 1999 through April 1,2000 (subject 
to business critical changes), which will assist m completing certification. 

The Company has obtained written assurances from two mission 
critical information systems service providers that dieir systems and seivices 
will be Year 2000 compliant and is assessing their Year 2000 test ]:)lans 
and results. One of these service providers is the pnmar)’ provider of the 
Company’s computer, data and voice infrastructure, which supports 
merchandise procurement and distribution, inventory control, point-of-sale 
and other information systems and functions. The other service jn'ovider 
is providing the Company ’s new account processing system and operating 
platform to which the Company is converting its Credit business. 

The business management area includes: 

• Equipment and systems that contain embedded computer technology, 
such as elevators and security systems; 

• Resale merchandise; and, 

• Nori-inforrnation systeins service providers. 

Based on die Company’s assessment, it believes diat its equipment and 
systeins tliat contain embedded computer technologv’ present little Year 2000 
exposure or risk. Based on infonnatiori from its merchandise manufacturers, 
the Company believes chat, with the exception of certain older model personal 
computers, its resale merchandise does not have Year 2000 compliance 
issues. The Company has assessed its mission critical, non-inforniaCion 
systems service providers and does not believe that these service providers 
pose a substantial Year 2000 compliance risk to the Company. 

'The Company has divided its mission critical merchandise vendors into 
three tiers: 

• The first tier is the Company’s 40 largest merchandise vendors, 
which comprise approximately 50% of its merchandise sales; 

• The second tier is the .306 next largest vendors, which comprise 
approximately 30% ofits merchandise sales; and, 

• I'he third tier is the 639 next largest vendors, which comprise 
approximately 10% ofits merchandise sales. 


The Company has communicated to each mission critical vendor 
that if it is not Year 2000 com]jiiant by July 1, 1999, the Company may find 
an alternative vendor. The Company categorizes its vendors on a scale of 
green (on target to be compliant by July 1), yellow (on target to be compliant 
byjuly 1 but minor concerns about jjrogress) and red (not on target to be 
compliant byjuly 1). The Company has performed site visits of all but 
one (which it anticipates completing bv April j, 1999) of its first tier 
vendors. The Company is performing telephone conferences with second 
tier vendors. The Company has completed telephone conferences with 
90% of second tier I'endors widr a red rating and anticipates completing 
telephone conferences with all others byjune 1. In addition, the Company 
is tracking responses to the Year 2000 questionnaire distributed to all 
misswn critical vendors in January 1998, reviewing follow-up progress 
reports, reviewing vendors’ filings with the Securities and Exchange 
Commission and conducting electronic data interchange testing for 
all mission critical vendors. As of February 28,1999, the Company has 
assigned red ratings to one first tier vendor (less than 1% of merchandise 
sales), 55 second tier vendors (approximately 5% of merchandise sales) 
and 256 third tier vendors (approximately 3% ut merchandise sales). 

CoiUlnge-ncy Plans 

The Company is developing contingency plans that identify what actions 
need to be taken if a critical system, merchandise vendor or .service 
provider is not Year 2000 compliant. Each of die Company’s business units 
is recjuired to develop contingency plans, which the Company expects to 
finalize byjuly 1999. 

Risks 

The Company believes that its most significant Year 2000 risk factors are: 

• Failure of either ofits two mission critical information systeins sentice 
providers to make their .systems Year 2000 compliant; 

• Failure oftlie Company to timely complete imjjlernentation ofits 
new payroll processing system, which it anticipates completing by 
July 1999; and, 

• Failure of a first tier mission critical merchandise vendor, or multijde 
merchandise vendors or setvice providers, to supply merchandise or 
seiwices for an extended period of time. 

Although the occurrence ol any one of iJiese scenarios could have a 
material adverse effect on die Company, the Company does not believe that 
any of these scenarios or any other Year 2000 compliance issues that would 
materially aflect the Company’s operations are reasonably likely to occur. 

Costs 

As ofjanuary30,1999, the Company estimates total costs (including external 
costs and die costs of internal perst)nnel) related to its Year 2000 effort to be 
approximately S65 million, of which the Company (including Sears Canada) 
had incurred approximately $30 million through January 30, 1999. In 
addition, the Company has accelerated die planned development of new 
systems witli improved business functionality to replace sy.stems that were 
not Year 2000 compliant, including the Comiiany’s new pai'roll processing 
System. The Company expects these systems will cost approximately 
$78 million, of wJiicli die Company had incurred approximately $53 million 
til rough January 30,1999. Tlie Company funds Year 2000 costs with cash 
flows from operations. 
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SEARS, ROEBUCK AND CO. 

Motes to Consolidated Financial Statements 



I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of presentation 

The consolidated financial statements include the accounts of Sears, 
Roebuck and Co. and all majority-owned domestic and international 
companies (“the Company”). Investments in companies in which the 
Company exercises significant influence, but not control, are accounted 
for using the equity method of accounting. Investments in companies in 
which the Company has less than a 20% ownership interest, and does 
not exercise significant influence, are accounted for at cost. 

The preparation of financial statements in conformity with generally 
accepted accoundng principles requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from these estimates. 

Certain reclassifications have been made in die 1997 and 1996 
financial statements to conform with the cuixent year presentation. 

Fiscal Year 

The Company’s fiscal year ends on the Saturday nearest December 31. 
Unless odierwise stated, references to years in diis report relate to fiscal 
years rather than to calendar years. 


Fiscal year 

Ended 

Weeks 

199S 

January 2,1999 

52 

1997 

January 3,1998 

53 

1996 

December 28,1996 

52 


Merchandise Sales and Services 

Revenues from merchandise sales and services are net of estimated returns 
and allowances and exclude sales tax. Included in merchandise sales and 
services are gross revenues of licensees of $1.71, $1.82 and $1.80 billion 
for 1998,1997 and 1996, respectively. 

Service Contracts 

The Company sells extended service contracts with terms ofcoverage 
generally between 12 and 36 months. Revenues and incremental direct 
acquisidon costs fi-om the sale of these contracts are deferred and amordzed 
over the lives of the contracts. Costs related to performing the services 
under the contracts are expensed as incurred. 

Store Pre-opening Expenses 

Costs associated widi the opening of new stores are expensed as incurred. 

Earnings Per Common Share 

Basic earnings per common share is computed by dividing net income 
available to common shareholders by tlte wcigliled-average number of 
common shares outstanding. Diluted earnings per common share also 
includes the dilutive effect of potential common shares (dilutive stock 
options) outstanding during the period. 

Cash and Cash Equivalents 

Cash equivalents include all highly liquid investments with maturities of 
three months or less at the date of purchase. 


Retained Interest in Transferred Credit Card Receivables 

As part ofits domestic credit card securitizations, the Company transfers 
credit card receivables to a Master Trust (“Trust”) in exchange for 
certificates representing undivided interests in such receivables. Effective 
January 3,1998, the Company reclassified, for all periods presented, its 
retained interest in transferred credit card receivables to a separate balance 
sheet account and presented the related charge-offs of transferred credit 
card receivables as a reduction of credit revenues. Subsequent to January 3, 
1998, amounts transferred from the Company’s credit card portfolio to the 
Trust become securities upon transfer. Accounts are transferred net of the 
related allowance for uncollectible accounts and income is recognized 
generally on an effective yield basis over the collection period of the 
transferred balances. The retained interest consists of investor certificates 
held by the Company and die seller’s certificate, which represents bodi 
contractually required seller’s interest and excess seller’s interest in the 
credit card receivables m the Trust. The contractually recpiired seller’s 
interest represents the dollar amount of credit card receivables drat, 
according to the terms of the Company’s securitization agreements, must 
be included in the Trust in addidon to the amount of receivables winch 
back the securides sold to third partie.s. The excess seller’s interest is the 
dollar amount of receivables that exist in die Trust to provide for fiiture 
securicizadons, but is not contractually required to be in die Trust. 

Retained interests are as follows: 


millions 

1 1998 

1997 

1996 

Investor certificates held by tJie Company 

$ 920 

$ 545 

$ 522 

Contractually required seder’s interest 

764 

697 

684 

Excess seller’s Interest 

2,716 

2,074 

1,054 

Retained interest in transferred credit card receiwdbles 

$4,400''* 

$3,316 

$2,260 


The 1998 letaiaed interest amount Is shown belbrc reserve of $106 million related to die 
transfers during 1998. 


The Company intends to hold the investor certificates and 
contractually required seller’s interest to maturity. The excess seller’s 
interest is considered available for sale. Due to the revolving nature of die 
underlying credit card receivables, die carrying value of the Company’s 
retained interest in transferred credit card receivables approximates fair 
value and is classified as a current asset. 

Credit Card Receivables 

Credit card receivables arise primarily under open-end revolving credit 
accounts used to finance purchases of merchandise and sendees offered by 
the Company. These accounts have various billing and payment structures, 
including varying minimum payment levels and finance charge rates. Based 
on historical payment patterns, die full receivable balance will not be repaid 
within one year. 

Credit card receivaliles are shown net of an allowance for uncollectible 
accounts. The Company provides an allowance for uncollectible 
accounts based on impaired accounts, historical charge-off patterns and 
managemenejudgement. 

Under the Company’s proprietary credit system, uncollectible 
accounts are generally charged off automatically when die customer’s past 
due balance is eiglu times the scheduled minimum monthly payment, 
except that accounts may be charged off sooner in the event of customer 
bankruptcy. Finance charge revenue is recorded until an account is charged 
off, at wliich dme uncollected finance charge revenue is recorded as a 
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reduction of credit revenues. The Company lias primarily used tliis 
proprietary system for all period.s presented in lire Biiaiicial statements. 
However, in the fourtli quarter o)' 1^98, tlie Company converted 12% of its 
managed portfolio of credit card receivables to a new credit processing 
system. Under the new system, uncollectible accounts will be charged oil 
automatically when the customer fails to make a payment in each of the last 
eight billing cycles. Finance charge revenue that is charged off will 
continue to be recorded as a reduction of credit revenue. The remaining 
88% of accounts on the proyinetar)' credit system will he converted to the 
new system in 1999. 

The Company adopted Statement of Financial Accounting Standards 
(“SFAS”) No. 125, ■‘'Accounting for Transfers and Sendcing ofFinaricial 
Assets and Extinguishments ofLiabilities” in 1997. SFAS No. 125 requires 
that die Company recognize gams on its credit card securitizations 
which qualify as sales and that an allowance for uncollectible accounts 
not be maintained for receivable balances which are sold. Prior to adoption 
of SFAS No. 125, the Company maintained an allowance for uncollectible 
sold accounts as a recourse liability and did not recognize gams on 
securitizations. Accordingly, the adoption of SFAS No. 125 increased net 
income by $56 million in 1998 and $136 iniUion in 1997 versu.s the net income 
that would have been recognized under the previous accounting method. 

Merchandise inventories 

Apin oximately 88% of merchandise inventories are valued at the lower 
ofco.st (using the last-iu, first-out or “’LIFO” method) or market using 
the retail method. To estimate the effects ofinflacion on inventories, the 
Company utilizes internally developed price indices. 

Tlie LIFO adjustment to cost of sales was a credit of $.34 and 
$17 million in 1998 and 1997, respectively, and a charge of $19 million 
in 1996. Partial liquidation of merchandise inventories valued under 
the LIFO method resulted in credits of$2 million in 1997. No layer 
liquidation occurred in 1998 or 1996. If the first-in, first-oui {“FIFO"') 
method of inventory valuation had been used instead of the LIFO inetliocl, 
mercliandise inventories would have been $679 and $713 million higher 
atJaiiLiary 2,1999, and Januai 7 3,1998, respectively. 

Merchandise inventories oflnternational operations, oiDerations in 
Puerto Rico, and certain Sears Tire Group formats, which in total represent 
approximately 12% of merchandise inventories, are recorded at the lower of 
cost or market based on the FIFO method. 

Property and Equipment 

Property and equipment is stated at cost less accumulated depreciation. 
Depreciation is provided principally by the straight-line method over 
the estimated useful lives of the related assets, generally .3 to 10 years for 
furniture, fixtures and equipment, 40 to 50 years for buildings and building 
improvements, and over the expected term of the lease or estimated u.seftil 
lives, wliichever is shorter, for leasehold improvements. 

Long-Lived Assets 

Long-lived assets, identifiable intangibles and goodwill related to diose assets 
are reviewed for impairment whenever events or changes m circumstances 
indicate that the carrying amount of such assets may not be recoverable. 


Goodwill 

Included in other assets is die excess ol'purchase price over net assets of 
businesses acquired {“goodwill'’), which is amortiz.ed using the straight-line 
method over periods not exceeding 40 years. The Company periodically 
assesses the recoverability of the carrying value and the appropriateness 
of the remaining life of goodwill. 

Advertising 

Costs for newspaper, television, radio and other media advertising are 
expensed the first time die advertising occurs. The total cost of advertising 
cliargcd to expense was $1.67, $1.59 and $1.53 billion in 1998,1997 
and 1996, respectively. 

Direct-Response Marketing 

The Company direct markets insurance (credit protection, life and health), 
clubs and services memberships, merchandise tlirough specialty catalogs, 
and impulse and continuity merchandise. For insurance and clubs and 
services, deferred revenue is recorded when die member is billed (upon 
expiration of any free trial period), and revenue is recognized over the 
insurance or membership period. Otherwise, revenue is recognized when 
merchandise is shipped. 

Membership acquisition and renewal costs, which primarily relate 
to membership solicitations, are capitalized since such direct-response 
advertisingcosts result in future economic benefits. Such costs are 
amortized over the shorter of the program’s life or five years, primarily in 
projiortion to when revenues are recognized. For specialty catalogs, costs 
are amortized over the life of the catalog, not to exceed one year. The 
consolidated balance sheets include deferred direct-response advertising 
costs of $131 and $90 million atjanuaiy 2, 1999, and January 3, 1998, 
respectively, and that arc included in prepaid expenses and deferred 
charges, or other assets. 

Off-Balance Sheet Financial Instruments 

The Company utilizes various ofl'-balance sheet financial instruments 
lo manage the interest rate and foreign currency risk associated with its 
borrowings. The counterparties to these instruments are major financial 
institutions with credit ratings primarily of AA. 

Interest rate swap agreements modify the interest characteristics of 
a jjortiou of the Company’s debt. Any differential to he paid or received 
is accrued and is recognized as an adjustment to interest expense in the 
statement of income. 7'he related accrued receivable or payable is included 
in other assets or liabilities. The fair values of the swap agreements are not 
recognized in the financial statements. 

Interest rate caps are used to lock m a maximum rate if rates rise, but 
enable the Company to otherwise pay lower market rates. The cost ofinterest 
rate caps is amortized to interest expense over the lives of the caps. Payments 
received based on interest rate cap agreements reduce interest expense. The 
unamordzed cost ofinterest rate caps is included in odier assets. 

Gains or losses on terminations ofinterest rate swaps are deferred 
and amortized to interest expense over the remaining life of the original 
swap period to the extent the related debt remains outstanding. 
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Financial instruments used as hedges must be efFective at reducing 
tlie type of risk associated with tire exposure being hedged and must 
be designated as hedges at inception of die hedge contract. Accordingly, 
changes in market values of financial instruments must be highly correlated 
with changes in market values of the underlying items being hedged. Any 
financial instrument designated but ineffective as a hedge would be marked 
to market and recognized in earnings immediately. 

Effect of New Accounting Standards 

Effective January 4,1998, die Company adopted SFAS No. l.30,''''Reporting 
Comprehensive Income,” which requires die Company to report the change 
in its net assets from nonowner sources. Accumulated other comprehensive 
income is comprised of foreign currency translation adjustments of $ 125 
and $94 million at January 2, 1999, and January 3,1998, respectively, and 
adjustments to die Company^ minimum pension liability of $299 and 
$217 million as of January 2, 1999, andjanuar)' 3,1998, respectively. The 
Company has chosen to disclose comprehensive Income in the Consolidated 
Statements of Shareholders’ Equity, and prior year information has been 
restated to conform to the SFAS No. 130 requirements. 

Effectivejanuary 4, 1998, die Company adopted AICPA Statement 
ofPosidon ('■'SOP”) 98-1, “Accounting for the Costs of Computer Software 
Developed or Obtained for Internal Use,” which requires the Company 
to capitalize certain software development costs. Generally, once the 
capitalization criteria of the SOP have been met, external direct costs of 
materials and services used in development of internal-use software, payroll 
and payToli-related costs for employees directly involved in the development 
ofinternal-use software and interest costs incurred when developing 
software for internal use are to be capitalized. The adoption of this SOP 
did not have a material effect on the Company’s consolidated financial 
position, results of operations or cash flows during 1998. 

Effective January 2,1999, the Company adopted SFAS No. 131, 
“Disclosures about Segments ofan EnteiyDrise and Related Information,” 
and SFAS No. 132, “Employers’ Disclosures about Pensions and Other 
Postretirement Benefits.” SFAS No. 131 establishes revised standards for 
the reporting of information about the Company’s operating segments, 
and SFAS No. 132 standardizes the disclosure requirements for pension 
and other postretirement benefit plans. The adopdon of these statements 
did not impact the Company’s consolidated financial position, results of 
operadons or cash flows, but did affect die disclosures contained in Notes 5 
and 15. Prior year information has been restated to conform with the 
requirements of these statements. 

Injune 1998,the Financial Accounting Standards Board issued 
SFAS No. 133, “Accounting for Derivative Instruments and Hedging 
Activities,” which is required to be adopted in years beginning alter 
June 15,1999. The Company is currently evaluating the effect this 
statement might have on the consolidated financial position or results 
of operations of the Company. 


2. DI.SPOSITION OF BUSINESSES 

On November 18,1998, the Company entered into an agreement 
to exchange its interest in the HomeLife furniture business for $100 million 
in cash, a $10 million note receivable and a 19% equity ownership in die 
new HomeLife business. The Company recorded a pretax charge of 
$33 nullion ($21 million after-tax) in the fourth quarter of 1998 to adjust 
the carrying value of HomeLife’s assets to dieir estimated fair market value, 
less cost to sell. The sale was completed on January 30, 1999. 

On November 2,1998, the Company completed an Agreement and 
Plan of Merger of Western Auto, a wholly-owned subsidiary, and Advance 
Auto Parts, whereby Sears exchanged its interest in Western Auto for 
$175 million in cash and approximately 40% equity ownership in die 
resulting combined company. Based on the terms of the sale, the Company 
recorded a pretax charge of $296 million ($225 million after-tax) in die 
third quarter of 1998 to adjust the carrying value ofWestern Auto’s assets 
to their estimated fair market value, less cost to sell. In the fourth quarter 
of 1998, this loss was revised to reflect an additional after-tax charge of 
$18 million based on the final terms of die tran.saction. 

.{. ACQUISITION OF BUSINESS 

During 1996, the Company acquired all the outstanding stock of Orchard 
Supply Hardware Stores Corporation (“Orchard”) for $309 million. At the 
date of acquisition, Orchard was engaged in the operation of more than 
60 hardware scores in California. The acquisidon was recorded using the 
purchase method ofaccounting and resulted in goodwill of approximately 
$220 niiUion, which is included in odier assets. Orchard’s results of operations 
are not material to the Company’s consolidated results of operadons. 


4. INCOME TAXES 

Income before income taxes, minority interest and extraordinary loss 
is as follows: 


IwilllOMS 

1998 1 

1997 

1996 

Domestic 

S 1,704 

$2,018 

$2,099 

Foreign 

179 

120 

14 

Total 

$1,883 

$2,1.88 

$2,11.8 

Federal, state and foreign taxes are 

as follows: 



inillioii^ 

1998 

1997 

1996 

Cuireiit 




Federal 

S 472 

$ 46S 

$ 720 

State 

41 

75 

13,8 

Foreign 

74 

97 

2.5 

Total 

.587 

640 

878 

Deferred 




Federal 

159 

256 

(12) 

State 

15 

IS 

(S) 

Foreign 

5 

(^) 

(24) 

Total 

179 

272 

(44) 

Income tax jjiovision 

$ 766 

$ 912 

GO 
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A reconcilidtioii of die siaciitory federal nicoriie lax rate to the eOectivc 
rate is as follows; 



1 1998 

Q 1997 

199t) 

Statutory federal incuinc tax rate 

35.0% 


3,^0" 

Stale iticoiue taxes, net of federal income tax benelit 

1.9 

±9 

3,9 

Reaffirmation cliarge 


1.3 

— 

Sale ol Sears Mexico 

— 

1.3 


Sale of Western Aulo 

2.3 



Other 

1.5 

2.2 

0.(1 

Effective income ta.\ rate 

40.7% 

42,7% 

39..Tf 


Deferred taxes based upon differences between the financial statement 
and tax bases of assets and liabilities and available tax carryfonvards 
consists of: 


iiiiilH.iJ' 


1997 

Deferred tax assets; 



Unearned maintenance income 

$ 417 

S 435 

Allowance for uncollectible accounts 

448 

493 

State income ta.xes 

125 

93 

PostrcCirenient benefit liability 

974 

1.0.59 

Minimum pension liability 

165 

120 

Other deferred tax assets 

565 

65.5 

Total tJeferrecI tax assets 

2,694 

2,855 

Deferred tax liabilities: 



Property and equijiment 

3.99 

394 

Prepaid pension 

78 

96 

LIFO 

12.3 

132 

Deferred swa|) termination loss 

182 

193 

Other deferred tax liabilities 

549 

544 

Total deferred tax liabilities 

1,331 

1,359 

Net deferred taxes 

S 1.36,3 

SI.496 


Management believes that the realization of tlie deferred tax assets 
is more likely than not, based on the expectation that the Comjaany will 
generate the necessary taxable income in hiture periods. 

U.S. income and foreign withholding taxes were not provided on 
certain unrenntted earnings ofinternational affiliates tiiat the Company 
considers to be permanent investments. The cumulative amount of 
unremitted income for which income taxes have not been provided totaled 
$426 million at January'2, 19.99. If these earnings were to be remitted, taxes 
of $104 million would be due. 

Income taxes or$.‘366, $886 and $386 million were j>aid in 1998, 
].997and 1996, respectively. 


5. BENEFIT PLANS 

Expenses for retirement and savings-related benefit plans were as follows: 


inilliuM, 

1998 

\_W97 

i.996 

Sears 401 (k) Profit Sbariiig Plan 

$ 31 

$ 33 

$ 31 

Pension plans 

88 

106 

99 

Posiretirement benefits 

(38) 

(41) 

76' 

Other plans 


6 

8 

Total 

$ 81 

s;i04 

S2I4 


Sears 401(k) Profit Sharing Plan 

Most domestic employees arc eligible to become members of the Sears 
4()l(k) Profit Sharing Plan (‘hhe Plan”). Under the terms of the Plan, the 
Coin]jany matches a portion of the employee contributions. The Company 
matching contribution is based on 6 % of consolidated income, as defined, 
for the participating companies and is limited to 70% ofeligible employee 
contributions. The Company's matching contrihntioiis were $75, $71 and 
$64 million in 1998, 1997 and 1996, re.spectively. 

The Plan includes an Employee Stock Ownership Plan {‘The ESOP”) 
to prefund a portion of the Company ’s anticipated contribution. Tlie 
Company jarovided the ESOP with a loan that was used to purchase Sears 
common shares in 1989. Injune 1998, the ESOP refinanced the loan and 
extended its maturity to 2024. The purchased shares represent deferred 
compensation expense, which is presented as a reduction of shareholders’ 
equity and recognized as expense when the shares are allocated to 
employ'ees to fund the Company contribution. Tlie per share cost ol 
Sears common shares purchased by the ESOP in 1989 was $15.27. 

The Company uses die ESOP shares to fund the Company contribution, 
wliich thereby reduces expense. 

The ESOP loan bears interest at 6.1% (9.2% prior to refinancing) and 
is repaid from dividends on the ESOP shares and additional casJi payments 
provided by the Company. The Company has contributed cash to the 
ESOP annually in die amount equal to the ESOP’s required interest and 
principal payments on the loan, less dividends received on the ESOP 
sliares. Tiie cash payments amounted to $24, $23 and $29 million in 1998. 
1997 and 1996, respectively. The balance of the ESOP loan was $267 and 
$290 million aijaauary' 2, 1999 andjanuary 3,1998, respectively. 

The reported exjiense is determined as follows: 


iiiiilion. 

1 1998 

1997 

1996 

Interest expense rec(>j;ni 2 ed bv ESOP 

Less dividends on ESOP sliares 

Cost ol shares allocated to employees and plan e.xpeiises 

$ 21 
<19) 

29 

$ 27 
(20) 

26 

$ 29 
(21) 
23 

Sears 401 (k) Profit Sharing Plan expense 

S 31 

S 33 

$ 31 


At December 3 i, 1998, total committed to be released, allocated 
and remaining unallocated ESOP shares were 1.9, 12.5 and 11,5 million, 
respectively. All ESOP shares are considered outstanding in the calculation 
of earnings per share. 

Retirement Benefit Plans 

Certain domestic full-time and ]jun-timc emjjloyecs are eligible to 
participate in noncontributoiy defined benefit plans after meeting age and 
service requirements. Substantially all Canadian employees are eligible to 
participate in contributory defined benefit plans. Pension benefits are based 
on length ol sendee, compensation anti, m certain plans, Social Security nr 
other benefits. Funditigfor the various plans is determined using various 
actuarial cost methods. The Company uses October ,31 as the measurement 
date for determining pension plan assets and obligations. 

In addition to provitling pension benefits, the Company provides 
certain medical and life insurance benefits for retired employees. Emplovces 
may become eligible for medical benefits if they retire in accordance with 
the Company’s established retirement policy and are continuously insured 
under the Coni])auy’s group medical plans or other approved plans for 10 
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SEARS, ROEBUCK AND CO. 

Notes to Consolidated Financial Statements (CoruimiecI) 



or more years immediately jjrior to retirement. The Company sliares the 
cost oftiae retiree medical benefits with retirees based on years ofseiwice. 
Generally, the Company's share ofthese benefit costs will be capped at the 
Company contribution calculated during the first year of retirement. The 
Company’s postretirement benefit plans are not hinded. The Company 
has the right to modify or terminate these plans. 

The change in benefit obligation, change in plan assets, funded status, 
reconciliation to amounts recognized in the consolidated balance sheets 
and weighted average assumptions are as follows: 


millions 

Pension Reimfits 

Posireiireiite 

nr Bcneliis 


1 1998 

[ 

1 1998 1 

1997 

Cliange in benefit obligation: 





Beginning balance 

Benefits earned 

$2,824 

$2,677 

S 1,270 

S 1,716 

during the period 

78 

74 

7 

13 

Interest cost 

184 

190 

84 

105 

Actuarial loss (gain) 

104 

171 

(22) 

10 

Benefits paid 

(302) 

(2.75) 

(136) 

(HI) 

Foreign exchange iin|)aci 

(38) 

(21) 

(4) 

(2) 

Plan amendments 

Elimination of 

jiostreiirenient life 
insurance for 

22 



(366) 

active associates 

— 

— 

— 

(61) 

Disposition of Western Auto 

— 

— 

(19) 

— 

Other 

— 

6 

— 


Ending balance 

S2,872 

$2,824 

5 1,180 

$ 1,270 


Cliange in plan assets al fair value: 


Beginning balance 

$2,710 

$2,490 

$ — 

S 

Actual return on plan assets 

176 

484 

- 


Compaiiv coiitnbniions 

4H 

26 

136 

141 

Benefits paid 

(302) 

(255) 

(136) 

(141) 

Foreign exefiange impact 

(54) 

(27) 

— 

— 

Oilier 

(16) 

(8) 

— 

— 

Ending balance 

$2,.560 

$2,710 

$ — 

S — 

Funded slams of the plan: 

$ (312) 

$ (114) 

$(1,180) 

$(1,270) 

Unrecognized net loss (gain) 
Unrecognized pnor 

600 

495 

(396) 

(414) 

service benefit 

(25) 

(55) 

(770) 

(880) 

Unrecognized transitional asset 

— 

(10) 

— 

— 

Neiaiiieiunt recognized 

$ 263 

$ 316 

$(2,346) 

$(2,564) 

Amounts recognized in the 





balance sheet consist of: 

Prepaid benefit cost 

$ 164 

$ 174 

$ - 

$ 

Accrued benefit liability 
Accunuilaied other 

(36.5) 

(195) 

(2,346) 

(2.564) 

comprehensive income 

464 

337 

— 

— 

Net amoimt recognized 

$ 263 

$ 316 

5(2,346) 

$(2,564) 


The components of net periodic benefit cost are as follows: 


Pension Benefits Posireiireineni Benefits 


iiiillinns 

1998 

1997 

1996 

1 1998 

1997 

1996 

Coin})Oiients ol net 
periodic benefit cost: 
Benefits earned 
during the jieriod 

$ 78 

$ 74 

S 72 

S 7 

$ 13 

$ 18 

Interest cost 

184 

190 

189 

84 

105 

125 

Expected return 
on plan assets 

(220) 

(208) 

(206) 


__ 

_ 

Amortization of 
unrecognized 
net prior 
service benefit 

(8) 

(6) 

(6) 

(10.3) 

(68) 

(60) 

Amortization of 
unrecognized 
transitional asset 

(9) 

(10) 

(10) 




Recognized net 
loss (gain) 

47 

52 

52 

(26) 

(30) 

(7) 

Elimination of 
postretirement 
life insurance 
for active associates 





(61) 


Ollier 

16 

14 

8 

— 

— 

Net periodic 
benefit cost 

S 88 

$ 106 

$ 9,9 

$ (38) 

$(41) 

$ 76 


The projected benefit obligation, accumulated benefit obligation 
and fair value of plan assets for the pension plans with accumulated benefit 
obligations in excess of plan assets were $2,.309,$2,210 and $1,84.5 million, 
respectively, at January 2, 1999, and $2,268, $2,123 and $1,928 million, 
respectively, at januaiw 3,1998. The provisions ofSFAS No. 87, "Employers’ 
Accounting for Pensions,” require the recognition of a minimum pension 
liability for each defined benefit plan for which the accumulated benefit 
obligation exceeds plan assets. The minimum pension liabilit)-, net of tax, 
was $299 million at January 2,1999 and $217 million at January 3,1998, 
and is included in accumulated other comprehensive income as a reduction 
of slrareholders’ equity. 

In 1997, the Company announced changes to its posiretirement life 
insurance benefit plan. Retiree life insurance benefits were eliminated for 
all active associates not retired by December 31,1997. This plan change 
resulted in a one-time pretax gain of $61 million. In connection with the 
elimination of retirement life insurance benefits for all active associates, the 
Company also announced the reduction in life insurance over a 10-year 
period to a maximum coverage of $5,000 for all post-1977 retirees. 

The weighted-average health care cost trend rate used in measuring 
the posiretirement benefit expense is 5.0% for 1999 and thereafter. A one 
percentage point change in the assumed health care cost trend rate would 
have the following eflects: 


Pension Posireiireineni Benefiis 



1 1998 1 

1.997 

1996 1 

1998 ■ 

1997 

1996 

Weighted-average 
assumptions: 
Discount rate 

7.25% 

7.25% 

7.75% 

7.25% 

7.25% 

7,75% 

Return on 
|)lan assets 

9.30% 

9-50% 

.9.50% 

NA 

NA 

NA 

Rate of 
com|)eiisation 
increases 

4.00% 

4.00% 

4.25% 

NA 

NA 

NA 


millions 

One Percentage 

Point Increase 

One Percentage 
Point Decrease 

Effect on total service 



and interest cost components 

$ 4 

$ (3) 

Effect on postretirement 



benefit obligation 

$27 

$(22) 
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SEARS, ROEBUCK AND CO. 

Notes to Consolidated Financial Statements 



6. BORROWINGS 
Short-term borrowings consist of; 



1998 

1997 

Commercjjl paper 

.$4,463 

S.LIOO 

Bank loans 

91 

106 

Promissory note 

70 

- 

Other loans 

— 

2 

Total short-term borrowings 

54,624 

$5,208 

Weighted-average interest rate at year end 

5.3% 

5.9% 

Weighted-average interest rate at year end. 



iiicloding effecis of swaps 

6.3% 

6.7% 

At January' 2, 1999, llie Company had credit agreements totaling 


$6.62 billion. SRAC's credit facilities totaled $6,105 billion in syndicated 
credit agreements. Sears Canada liad credit agreements totaling $52.3 million. 
These syndicated and other credit agreements provide for loans at prevailing 
interest rates and mature at various dates through Apiil 2003. The Company 
pays comniknient fees in connection witii these credit agreements. 

The Company had interest rate swap agreements that established 
fixed rates on $1.50 billion and $1.49 billion of short-term variable rate 
debt at January 2., 1999 and January 3,1998, respectively., resulting in 
weighted-average interest rates of 6.8% and 6.9%, respectively. Tlie 
weighted-average maturity of agreements in effect onjanuary 2,1999, 
was approximately 14 years. 

Long-term debt is as follows: 


iinllions Is.sue 

B 19981 

1997 

SEAR-S. ROEBUCK AND CO. 

6.2.5% to 9.5% Notes, due 199.9 to 2004 

$ 500 

$ 1.250 

8.2% Extendable Notes, due 1999 

31 

31 

6% Debentures. $300 million face value, due 2000. 
effective rate 14.8% 


250 

9.375% Debentures, due 2011 

300 

300 

4.4.3% to 10.0% Medium-Term Notes, 
due tbrough 2021 

1,550 

2,045 

Capitalized lease obligations 

311 

279 

SE.-tRS ROEBUCK ACCEPTANCE CORP. 

5.87% Term Loan, due 1999 


50 

6.00% to 7.5% Notes, due 2000 to 2038 

5,084 

3.099 

5..53% to 7.26% Medium-Temi Notes, due 1999 to 2013 

5,976 

6,033 

SEARS DC CORP. 

7.81% to 9.26% Medium-Term Notes, 
due tlirough 2012 

332 

444 

SEARS OVERSEA.S FINANCE N.V. (GUAR.ANTEED BY 

SCARS, ROEBUCK AND CO.) 

Zero Coupon Bonds. $500 million faee value, 
due 199S, effective rate 12.0% 


471 

SEARS CANADA INC. 

6.55% to 11.70% Debentures, due 1999 to 2007 

.392 

421 

Notes, mortgages, bonds and capitalized leases 

115 

127 

SEARS CANADA RECEIVABLES TRUST 

5.34% to 9.18% Receivables Taists, 
clue 1999 to 2006 

405 

678 

OTHERSUBSIDIARIES 

Motes, mnrigage and capitalized leases 

4.9 

154 


15,045 

1.5.632 

C ss current maturities 

1.414 

2.561 

Total long-term debt 

$13,631 

$1.3.071 


On October 2,1998, the Company |:)repaid the 6% debentures with a 
face value of $300 million, which were tlue in May 2000. The transaction 
generated an extraordinary loss of $37 million and a related income tax 
benefit of $13 nnllioii, resulting in an after-iax lo.ss of $24 million. The loss 
resulted primarily from the write-off of the related unamorlized discount. 
The debt was refinanced with the issuance of commercial j^aper. During 
1998, the Company also prejjiaid at par value the 5.87% term loan of 
$50 million wlrich was due in 1999. 

As of January 2,1999, long-term debt maturities for the next five 
years are as follows: 


iiiilllims 

1999 

$1,414 

2000 

1,993 

20U] 

2,455 

2002 

1.607 

2003 

2.439 


The Company paid interest of $1.3, $1.4 and $ 1.3 billion in 1998, 
1997 and 19.96, respectively. Interest capitalized was $5, $3 and $5 million 
in 1998,1997 and 1996, respectively. 

7. LEASE AND SERVICE AGREEMENTS 

The Company leases certain stores, office facilities, warehouses, computers 
and transportation ei|uipmeril. 

Operating and capital lease obligations are based upon contractual 
minimum rates and, for certain stores, amounts in excess of tliesc minimum 
races are payable based upon specified percentages of sales. Contingent 
rent is accrued over the lease term, provided that the achievement of the 
specified sales level that triggers the contingent rental is probable. Certain 
leases include renewal or purchase options. Operating lease rentals were 
$431, $439 and $365 million, including contingent rentals of$3.5, $57 and 
$66 million in 1998,1997 and 1996,respectivcly- 

Minimum lease obligations, excluding taxes, insurance and other 
expenses j^ayable directly by the Company, Ibr leases in effect as of 
January 2, 1999, are as follows: 


millions 


Ca}>ital 

Icasc.s 

Oper.iting 

leases 

1999 


$ 6.5 

$ .334 

2000 


65 

290 

200 J 


64 

253 

2002 


59 

223 

2003 


59 

199 

After 2003 


796 

1.143 

Tdtal rniriimum pavment.s 


$1,108 

.$2,4 42 

Less imputed interesi 


655 


Present value ol inirmnum lease pavtueiils 


453 


Less current ni.aturides 


21 


Long-term obligatiims 


$ 432 



The Company has comnntced to purchase data and voice networking 
and information processing sendees of at least $216 million aurmally 
through 2004 from a third-party provider. Total expenses incurred by the 
Company for these seiwices during 1998, 1997 and 1996 were $355, $361 
and $327 million, respectively. 
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SEARS, ROEBUCK AND CO. 

Notes to Consolidated Financial Statements 


(Continued) 



8. FINANCIAL INSTRUMENTS 

In die normal course ofbusiness, die Company invests in various financial 
assets, incurs various financial liabilities and enters into agreements 
involving off-balance sheet financial instruments. The Company’s financial 
assets and liabilities are recorded in the consolidated balance sheets at 
historical cost, which approximates fair value. 

To determine fair value, credit card receivables are valued by 
discounting estimated future cash flows. The esdmated cash flows reflect 
the historical cardholder payment experience and are discounted at market 
rates. Long-term debt is valued based on quoted market prices when 
available or discounted cash flows, using interest rates currently available 
to the Company on similar borrowings. 

The Company is a party to off-balance sheet financial instruments to 
manage interest rate and foreign currency risk. These financial instruments 
im'olve, to varying degrees, elements of market, credit, foreign exchange and 
interest rate risk in excess of amounts recognized in the balance sheet. The 
Company generally does not recjuire collateral or other security to support 
the off-balance sheet financial instruments with credit risk. 


Debt-related 

The Company had the following off-balance sheet financial instruments 
related to its outstanding borrowings atjanuary 2,1999, and January 3,1998; 


1 1998 

millpuiK 

Contract or 
Notional 
Amount 

Fair 

Value 

Carrying 

Valm,* 

Interest rate swap agreements: 

Pay floating rate, receive R.\ed rate 

Pay fixed rate, receive flnatiiig rate 

Foreign cuneiicy liedge agreements 

$ 805 
1.49.9 

10 

S 9 
(176) 
(2) 

$ — 


1997 

uiillioii, 

Contract or 
Notional 
Amount 

fair 

Value 

Canving 

Value 

Interest rate swap agreements; 

Pay floatingratc,receive fixed rate 

Pay fixed rate, receive floating rate 

Foreign currency hedge agreements 

$ 805 
1,492 

10 

S 12 

(84) 

(3) 



The Company uses interest rate swaps and caps to manage the 
interest rate risk associated witli its borrowings and to manage the 
Company’s allocation of fixed and variable-rate debt. For pay floating 
rate, receive fixed rate swaps, the Company paid a weighted-average rate 
of 5.63% and received a weighted-average rate of 6.81% in 1998. For pay 
fixed rate, receive floadng rate swaps, the Company paid a weighted-average 
rate of 6.90% and received a weighted average rale of .5.64% in 1998. The 
fair values of interest rate swaps are based on prices quoted from dealers. 

If a counteq)arty' fails to meet die terms ofa swap agreement, die Company’s 
exposure is limited to the net amount that would have been received, if any, 
over the agreement’s remaining life. 


Maturity dates of the off-balance slieet financial instruments 
outstanding atjanuary 2,1999 are as follows: 


Notional amount 



Over 

inilljoiis 

1 year 2-5 years 

5 years 

Interest rate swap agreements 

$620 $613 

$1,071 

Foreign currency hedge agreements 

1 9 

— 


During 1997, the Company paid $633 million to terminate interest 
rate swaps. The deferred loss related to these terminations was $441 million 
and $464 million atjanuary 2,1999, and January 3,1998, respectively, and 
is being amortized over tiie remaining lives of die original swap periods. 

Credit-related 

The Company had outstanding domesdc securitized credit card receivables 
sold of $6.63 and $6.40 billion atjanuary 2,1999, and January 3, 1998, 
respectively, for which the Company’s credit risk exposure is contractually 
limited to the investor certificates held by the Company. 

Other 

The Company had a financial guaranty of $88 million atjanuary 2,1999. 
This guaranty represents a commitment by the Company to guarantee 
the performance of certain municipal bonds issued in connection with the 
Company’s headquarters building. No amounts were accrued in die balance 
sheet for any potential loss associated with this guaranty atjanuary 2,1999, 
andjanuary3, 1998. 

9. .SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK 
The Company grants credit to customers throughout North America. The 
five states and the respective receivable balances in which the Company had 
the largest amount of managed credit card receivables were as follows: 


inilljuiis 


% of Balance 

1997 

% ofBalance 

California 

$2,946 

10,4% 

$2,966 

10.2% 

Texas 

2,285 

8.1% 

2,.368 

8.2% 

Florida 

2,069 

7.3% 

2,114 

7.3% 

New York 

1,689 

6.0% 

1,706 

5.9% 

Petinsylvania 

1,457 

5.1% 

1.522 

5.3% 


10. LEGAL PROCEEDINGS 

Tlie Company has been subject to a federal civil and criminal investigation 
in connection with activities relating to certain debt reaffirmation agreements 
with current and former credit card holders of the Company who had 
declared personal bankruptcy. Under the reaffirmation provisions of the 
United Slates Bankruptcy Code, a debtor seeking Chapter 7 protection may 
agree to repay his or her debts to creditors. This reaffirmation agreement 
must be filed widi die bankruptcy court to be valid. On Februar)' 19,1999, 
Sears Bankruptc)' Recovery Management Services, Inc., a subsidiar)' of die 
Company, pleaded guilty in federal district court to one count of bankruptcy 
fraud and was fined $60 million. The fine will have no effect on the 
Company’s earnings because die Company recorded a pretax charge of 
$475 million against earnings for the setdement oflawsuits, fines and related 
matters stemming from the improper handling of certain debt reaffirmadon 
agreements and other related matters in die second quarter of 1997. The plea 
agreement does not require any change in the day-to-day operadons of Sears 
or die subsidiar)'. 
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Notes to Consolidated Financial Statements (Coniimjefl) 


In a separate civil action related to die reaffirmation matter dating 
from April 17,1997, Sears reached a setdement agreement with tlie U.S. 
Attorney for die District of Massachusetts, wliich was approved by die federal 
district court on February 23,1999. Under the terms of that agreement, 
die Company will continue to file all reaffirmation agreements obtained in 
Chapter 7 bankruptcies as required by the United States Bankruptcy Code. 

On March 9, 1999, the Company reached an agreement to settle a 
class action lawsuit stemming from an increase m the annual percentage 
rate assessed on certain balances of some Sears credit customers. This 
setdement, which is subject to final approval by the United States District 
Court, Northern District of Illinois, is also expected to resolve related 
lawsuits in Illinois and Wasliingcon. The lawsuit was brought on behalf of 
a nationwide class of Sears credit customers who had outstanding balances 
when their accounts were transferred to Sears National Bank, a wholly- 
owned subsidiary of Sears, during a period from 1994 dirough 1996, and 
who had not fiilly paid oil those balances as of the effective dates of an April 
1997 Notice of Cliange in Credit Terms. Under dre terms of the setdenierii, 
the Company will provide to die class members cash and coupons with a 
face value totaling approximately $156 million. The Company previously 
reserved for the estimated cost of the settlement' therefore, die setdement 
will not have a material effect on die Company’s annual results of operations, 
financial position, liquidity or capital resources. The setdement does not 
require any change in the Company’s credit praedees. 

Onjanuary 13,1999, ten “Doe”plaintiffs filed a putative class action 
in the United States District Court for the Central District of California 
against eighteen domestic clothing retailers, including the Comjiany, and 
eleven foreign clothing suppliers (the “Federal Action”). The Doe plaintiffs 
allege that they have worked in garment factories on the island of Saipan in 
the Commonwealth of the Northern Mariana Islands, and they purport to 
represent a class of other current and former workers. The plaintiffs allege 
that class members were forced to work under illegal labor conditions in 
the Saipan factories used by suppliers, and they assert against the Company 
claimed violations of the Racketeering Influenced Corrupt Organizations 
Act, the Anti-Peonage Act, the Thirteenth Amendment to the U.S. 
Constitution, and the Law of Nations. The central allegation of the Federal 
Action is that the Company and the other retail defendants who purchased 
garments manufactured iri the Saipan factories used by suppliers are liable 
to tlie plaintiff class for any alleged unlawful working conditions imposed 
upon them by their employers. The case seeks injunctive and declaratory 
relief, unspecified treble damages, interest and attorneys’ fees and expenses. 
Onjanuary 13, 1999,a related case was also filed against seventeen named 
domestic clothing retailers, including die Company, and additional 
unnamed retailers, in San Francisco County Superior Court (the “State 
Action”), alleging violations of the California Business and Professional 
Code. The named plaintiffs in the State Action are the Union of 
Needletrades Industrial and Texdle Employees, AFL-CIO, Global 
Exchange, Sweatshop Watch and the Asian Law Caucus, who puqrort to 
bring the action on behalf of the general public of the State of California. 
The central allegation in the State Action is that the Company and the 
odier defendants engaged in unlawful and unfair business praedees in 
the selling and advertising in California of garments diat had been 
manufactured under allegedly illegal labor condidons on Saipan. The case 
seeks injunctive relief, resdtutlon and disgorgement of profits, interest and 
attorney’s fees and costs. The Company intends to vigorously defend these 


cases. The consequences of these actions are not presendy determinable, 
but in die opinion of tlie management of die Company, the ultimate liability 
is not expected to have a material effect on tlie results of operations, 
financial position, liquidity or capital resources of die Company, 

Tlie Company is subject to various other legal and governmenial 
proceedings pending against the Company, many involving routine 
litigation incidental to die businesses. Other matters contain allegations 
diat are nonroutine and involve compensatory, punitive or antitrust treble 
damage claims in very large atnouriis, as well as other types of relief. The 
consequences of these matters arc not presently determinable but, in the 
ojiinion of management of the Company after consulting witli legal counsel, 
die ultimate liability in excess of reserves currently recorded is not expected 
to have a material effect on annual results of operation.s, financial position, 
liquidity or capital resources of the Company. 

11. OTHER INCOME 

111 1997, the Company sold its 30% equity interest in Advantis, a joint 
venture between IBM and die Company, to IBM. Tliis transaction resulted 
in a pretax gain ofSlSO million and is recorded in other income. 

Also in 1997, the Com]iariy completed the sale of 60% of the 
oiiistanding sliares of Sears, Roebuck de Mexico, S..^,. de C.V. to Grupo 
Carso S.A. de C.V. The sale resulted in a pretax loss of $21 million and 
is reflected in otlier income. 


12. EARNINGS PER SHARE 

The following table secs fordi the computations of basic and diluted 
earnings per share: 


niillioiis, except per iliarc cbia 


1997 

1996 

Net income 

Less: dividetids on preferred shares 

$1,048 

$1,188 

SL27) 

25 

Net Income available to common sbareliolders ’ 

$1,048 

$ 1,188 

$1,246 

Average common shares ouistaiidiiig 

Earnings jier sliare - basic 

Dilutive ellect of slock options 

J88.6 
$ 2.70 
3.1 

391.6 
$ 3.03 
6.2 

391.8 
$ .3,18 
7.3 

Average common and common 
equivalent sliare.5 outstanding 

391.7 

397.8 

.399,1 

Earnings per share - diluted 

S 2.68 

,$ 2.99 



Income available lo common shareliolclers is the .‘?aine lor purposes ol calculaiing, basic 
and diluted EPS. 


In each period, certain options were excluded from the computation 
of diluted earnings per share because they would have been antidilutive. 
At January 2,1999, January 3, 1998 and December 28,1996, options to 
purchase 5.2,4.7 and 0.7 million shares of stock at prices ranging ffotn 
$52 to $64, $47 to $64 and $48 to $52 per share were excluded from 
the 1998,1997 and 19.96 calculation.s, respectively. 
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13. SHAREHOLDERS’ EQUITY 

Dividend Payments 

Under terms ofiiidentures entered into in 1981 and thereafter, die 
Company cannot take specified actions, including the declaration ol cash 
dividends, that would cause its unencumbered assets, as defined, to fall 
below 150% ofits liabilities, as defined. At January 2,1999, approximately 
$4.0 billion could be paid in dividends to shareholders under the most 
restrictive indentures. 


estimated on the dale of grant using the Black-Scholcs option-pricing 
model. The following assumptions were used during the respective years 
to estimate the fair value of options granted: 


1 

1998 

1 1997 

1996 

Dividend vdeld 

1.81% 

1.59% 

1.86% 

Expected volatility 

28% 

28% 

28% 

Risk-free interest rate 

5.82% 

6.19% 

6.23% 

Expected life of o|5tioiis 

6 years 

6 years 

6 years 


Preferred Shares 

In Nov. 1996, the Company redeemed the 8.88% Preferred Shares at a 
redemption price of$25 per depositor)' share plus accrued dividends to 
the redemption date. 


Had compensation cost for the Company’s stock option plans 
been determined using the fair value method under SFAS No. 123, the 
Company’s net income and earnings per share would have been reduced 
to the pro forma amounts indicated below: 


Share Repurchase Program 

On Februar)' 3,1998, the board of Directors extended, for an additional 
two years, the common share repurchase j^rograin which is used to acquire 
shares for distribution in connection with the expected exercise ofstock 
options, the grant of restricted shares and the exchange of deferred shares 
under the Company’s stock plans. The program authorizes die Company 
to acquire up to 20 million Sears common shares on the open market. 
Through January 2, 1999, 17.5 million common shares have been acquired 
under the repurchase program. 

14. STOCK BASED COMPENSATION 

Stock Option Plans 

Options to purchase common stock of the Company have been granted 
to employees under various plans at prices equal to the fair market value of 
the stock on the dates the opdons were granted. Generally, options vest over 
a three- or four-year period and become exercisable either in equal, annual 
installments over the vesting period, or at the end of the vesting period. 
Options generally expire in 10 or 12 years. 

Additionally, certain options were gianted in 1997 widi perfonnance- 
based features that required the Company’s share price to reach specified 
targets at diree- and five-year intervals from the grant date to be earned. In 
February 1999, the Company extended the period of time allowed to meet 
the s])ecified tai gets by one year. The Company had 1.2 million and 1.4 million 
perfonuance-based options outstanding at the end of 1998 and 1997, 
respectively. Subject to the satisfaction oftlie performance-based features, 
these perfonuance-based options vest 50% in year six, 25% in )'ear seven and 
25% in year eight from die time of grant. The Company did not recognize 
compensation expense in 1998 or 1997 related to these o])tions because the 
exercise price exceeded the Company share price at bodi year ends. 

Tile Company measures compensation cost under Accounting 
Principles Board Opinion No. 25, ^‘Accounting for Stock Issued to 
Employees,” and no compensation cost has been recognized for its fixed 
stock option plans. In accordance with SFAS No. 123, “Accounting for 
Stock-Based Compensation,” the fair value of each option grant is 


milli<,)iis, except erirtiiii]'^ per share 


1997 

1996 

Net income — as reported 

$1,048 

.$1,188 

$1,271 

Net income — pro forma 

1,02.3 

1,174 

1,264 

Earnings per share — basic 

As reported 

2.70 

3.03 

3.18 

Pro forma 

2.63 

3.00 

3.16 

Earnings per share — diluted 

As reported 

2.68 

2.99 

3.12 

Pro forma 

2.61 

2.95 

3.10 


Changes in 

stock options 

are as follows: 




shares in dioasainis 

■ 

1998 1 


1997 


1996 



Weighted 


Weighted 


Weighted 



Average 


•Average 


Average 



Exercise 


Exercise 


Exercise 


Shares 

Price 

.Shares 

Price 

Sliares 

Piice 

Beginning balance 

15,155 

$34.16 

14,389 

$25.00 

18,721 

$22.83 

Granted 

4,171 

55.73 

4,165 

58.23 

750 

48.65 

Exercised 

(2,671) 

25.00 

(2,832) 

23.67 

(4,358) 

19.71 

Canceled or expired (1,404) 

52.98 

(567) 

31.17 

(724) 

25.12 

Ending balance 

15,251 

$39.93 

15,155 

$34-16 

14,389 

$25.00 

Reserved for future 







grant at year end 

9,979 


12,840 


16,655 


Exercisable 

8,217 

$25.43 

7,524 

$23.89 

6,560 

$22-65 

Fairx'alue of 







options granted 







during the year 


$18.61 


S17.98 


$16.33 

The Ibllowi 

tig table summarize.s information about stock options 

outstanding at Januar)' 2, 1999: 





shares in llioiisands 

Options Outstanding 

Options Exercisable 


VVeighied-Avg. 





Range of 

Nunihcr 

Reinuinitig 

Weighied-Avg. ! 

Number VVeighccd-Avg. 

Exercise 

OulsL-iiidiiig Contractual Life 

Exercise F.xcrcisahle 

Excrci se 

Prices 

at 01/02/90 

in Years 

Price 3101/02/99 

Price 

$10.00 to$20.00 

1,517 

,5.1 

$16.06 

1,517 

$16.06 

20.01 to 30.00 

.5,081 

7.2 

24.13 

5,081 

24.13 

30.01 to 40.00 

1,029 

S.7 

31 

.93 

1,029 

31,93 

40.01 to 50.00 

2,393 

8.8 

47.57 

514 

48.57 

50.01 to 64.00 

,5.231 

9.0 

60.28 

76 

55.38 

$16.00 to $64.00 

15,251 

S.4 

$39.93 

8,217 

$25.43 
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SEARS, ROEBUCK AND CO. 

Motes to Consolidated Financial Statements 



Associate Stock Purchase Plan 

Oil May 8, 1997, the sharelioklers approved die Company's Associate 
Stock Ownership Plan (“ASOP”). The ASOP allows eligible employees 
die right to elect to use up to 1 0 % of their eligible compensation to purchase 
Sears common stock on a cjuarterly basis at the lower o( 85% of the fair 
market value at the beginning or end of each calendar cjuarter. The 
maximum number of shares ofSears common stock available under the 
ASOP is 10 million. The first purchase |ieriod begaiijamiar)- ], 19.98, 
and 0.6 niiihon shares were issued under the ASOP in 1998. 

15 . SUMMARY OF SECiMEfVT DATA 

The Company is a multi-line retailer providing a wide array of merchandise 
and services, anti no single jiroduci or service accounted for a significant 
percentage of tlie Company’s consolidated revenue. The Company has four 
domestic segments, winch include die Company’s operations in die United 
States and Puerto Rico, and one international segment. The doinesdc 
segments are Retail, Services, Credit and Corporate. 

The Retail segmetit includes tlie operating results ol the Company’s 
Pull-line Stores, Home Stores and Auto Stores, and the Sercnccs segment 
includes the operating results of the Company s Home Sennces and 
Sears Direct businesses. These businesses have been aggregated into 
their respective reportable segments based on the management rejiorting 
structure and their similar economic characteristics, customers and 
distribution channels. 

A general description of die merchandise and services offered in each 
segment follows: 

Retail 

Full-lines Stores, which are located principally in shopping malls, sell 
apparel, home fashions and hardliries merchandise. Home Stores, consisting 
ofHardwarc, Dealer and HomeLife furniture Stores, The Great Indoors and 
Commercial Sales, include sales of hardlines and fiirniture. The Comjjany’s 
Auto Stores sell and install tires, batteries and related goods and .services. 

Services 

Associates and third-party licensee partners ol the Company provide 
product repair services, extentled warranty service contracts and home 
improvement products. Seans Direct consists of direct-response marketing, 
which markets insurance (credit protection, life and healtli), clubs and 
service memberships, merchandise tlirough specially catalogs, and impulse 
and continuity merchandise; and Sears Online, which oflers merchandise 
for sale via the Company’s websites. 


Credit 

Phe Credit business manages the Com|jany’s portfolio ol receivables arising 
from purchases of ftierchaiidise and services from domestic operations. 

Corporate 

The Corporate segment includes activities that are ofa holding-company 
nature, primarily consisting of administrative activities, the co.st.s of which 
arc not allocated to tlic Company’s businesses. 

International 

The International segment consists of retail, cretlit, services and corporate 
operations similar to the Company’s domestic operations. International 
operations are conducted in Canada through Sears Canada, Inc., a 54.7% 
owned subsidiary. International ojjerations were also conducted m Mexico 
through Sears, Roebuck de Mexico, S.A. de C.V. (”Scars Mexico”) until 
March 29,1997 when the Company sold 60% of the outstanding shares of 
Sears Mexico. Thereafter, Sears Mexico’s results are no longer included in 
the Company’s consolidated results. 

The segments do not record intersegment revenues and expenses. 
External revenues and expenses are allocated between die applicaJale segments. 

The domestic segments participate in a centralized funding program. 
Interest exiaense is allocated to the Credit segment based on its funding 
requirements assuminga 9-to-l debt to equity ratio. Funding includes 
debt reflected on the balance sheet and investor certificates related to credit 
card receivables sold through securitizations. Sennees is allocated interest 
income based on the after-tax cash flow it generates through the sale of 
service contracts. The remainder of net domestic interest expense is 
reported in the Retail segment. 

The Company’s segments are evaluated on a pretax basis, and a 
stand-alone income tax provision is not calculated for the individual 
segments. The Company includes its deferred income tuxes within the 
Corporate segment. The other accounting policies of the segments arc 
substantially the same as those described in the Company’s summary 
of significant accounting jjoheies footnote. 
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SEARS, ROEBUCK AND CO. 


Notes to Consolidated Financial Statements (Continued) 



rintlioin 

Retail 

Services 

Credit 

Internationa] 

Corporate 

Consolidated 

195)8 

Revenue 

$30,429 

$3,113 

$ 4,369 

$3,411 

$ — 

$41,322 

Depreciation and nmoTtizalion expense 

071 

49 

13 

64 

33 

830 

Interest revenue 

— 

59 

— 

— 

— 

59 

Interest expense 

133 

— 

1,244 

105 

— 

1,482 

Operating inco,me (expense) 

382 

37,5 

1,144 

165 

(211) 

1,855 

Equity in net income of investees 
accounted for by the equity method 




5 


5 

Nonconiparaliie items — 
income (expense), pretax 

(.T52) 


58 


(37) 

(331) 

Total ii.ssets 

10,046 

943 

21,605 

2,816 

2,265 

37,675 

Capital expenditures 

934 

50 

18 

91 

119 

1,212 

195)7 

Revenue 

$.30,086 

$3,073 

$ 4,649 

$3,488 

$ — 

$41,296 

Depreciation and amortization expense 

639 

42 

13 

60 

31 

785 

Interest revenue 

— 

61 

— 

— 

— 

61 

Interest expense 

92 

— 

1,259 

119 

— 

1,470 

Operating income (expense) 

951 

361 

752 

142 

(212) 

1,994 

Ec[uity in net income of investees 
accounted for by the eC|Uity method 




6 


6 

Noncomparable items — 
income (expense), pretax 

23 


(253) 

(21) 

150 

(101) 

Total assets 

10.732 

753 

22,250 

2,801 

2,164 

38,700 

Capital expenditures 

1,114 

51 

9 

108 

46 

1,328 

1996 

Revenue 

$27,862 

$2,819 

$ 3,995 

$3,388 

$ — 

$38,064 

Depreciation and amortization expense 

547 

38 

13 

67 

32 

697 

Interest revenue 

— 

65 

— 

— 

— 

65 

Interest expense 

65 

— 

1,191 

174 

— 

1,430 

Operating income (expense) 

841 

305 

1,164 

01) 

(216) 

2,083 

Equity in net income of investees 
accounted for by the eejuity Jiiethod 




13 


13 

Noncomparable items— 
income (expense), pretax 

_ 


__ 




Total assets 

9,778 

508 

20,421 

2,939 

2,521 

36,167 

Capital expenditures 

1.034 

56 

15 

46 

38 

1,189 


Noncomparable items in 1998 were; 

Retail: Impairment loss related to the .sales of Western Auto and HonieLile 

Credit: SFAS No. 12.5 accounting 

Corporate: Extraordinary- loss on debt extinguishment 


Noncomparable items in 1997 were: 

Retail; Poslvetiremeat life insurance curtailment, jjartially offset by the Parts America conversion 

Credit: Reaffirmation charge, partially offset by SFAS No. 125 accounting 

International: Loss on the sale of Sears Mexico 

Cor|}orate: Gain on the sale of Advantis 
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SEARS, ROEBUCK AND CO. 


Management’s Report 

The financial statements, fina/iciaJ analyses and all other information 
were prepared by management, whicli is responsible for tlieir integrity and 
objectivity. Management believes the financial statements, which require the 
use of certain estimates andjudgmerits, fairly and accurately reflect the 
financial position and ojaerating results of Sears, Roebuck and Co. (“the 
Company”) in accordance vvidi generally accepted accounting principles. 
All financial information is consistent widi the financial statements. 

Management maintains a system of internal controls diai it 
believes provides reasonable assurance that, in all material respects, assets 
are maintained and accounted for in accordance with management’s 
authorizations and transactions are recorded accurately in the books and 
records. The concept of reasonable assurance is based on the premise that 
the cost of internal controls should not exceed the benefits derived. To 
assure die effectiveness of the internal control system, the organizational 
structure provides for defined lines of responsibility and delegation of 
authority. The Company’s formally stated and communicated policies 
demand of employees high edheal standards in their conduct of its business. 
These policies address, among other things, potential conflicts of interest: 
compliance with all domestic and foreign laws, including those related to 
financial disclosure; and the confidentiality of proprietari' information. 

As a further enhancement of the above, the Company’s comprehensive 
internal audit program is designed for continual evaluation of the adequacy 
and effectiveness of its internal controls and measures adherence to 
established policies and procedures. 

Deloitte 8c Touche LLP, independent certified public accountants, 
have audited the financial statements of the Company, and their report 
is presented below. Their audit also includes a study and evaluation of 
the Company’s control environment, accounting systems and control 
procedures to the extent necessary to conclude that the financial 



statements present fairly the Company’s financial position and results 
of o|ierations. The itidependent accountants and internal autlitors advise 
management of the results of their audits, and make recommendations to 
improve the system ofiniernal controls. Management evaluates the audit 
recommendaiions and takes appropriate action. 

The Audit Committee of the Board of’Directors is comprised entirely 
of directors who arc not em|iloyees of the Company. The committee 
reviews audit plans, internal control reports, financial reports and related 
matters and meets regularly with the Company ’s management, internal 
auditors and independent accountants. The independent accountants 
and the internal auditors advise the committee ol any significant matters 
resulting from their audits and have Iree access to the committee without 
management being present. 



Cbainuaii and Chief Executive Olficer 





Alan j. Lacy 

Chief Financial Officer 


Jeffrey N. Boyer 

Vice President and Controller 


Independent Auditors ’ Report 


TO THE SH.AREHOLDERS AND BOARD OF DIRECTORS 
SEARS, ROEBUCK AND CO. 

We liave audited the accompanying Consolidated Balance Sheets ol Sears, 
Roebuck and Co. as ofjanuary 2,1999 and January .3,1998 and the related 
Consolidated Statements of Income, Shareholders’ Equity, and Cash Flows 
for eacli of the three years in the period ended Januari' 2, 1999. These 
financial statements are the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these financial statements 
based on our audits. 

We conducted our audits in accordance with generally accepted 
auditing standards. Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether die financial statements 
are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in die financial 
statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide 
a reasonable basis for our opinion. 

In our opinion, such consolidated financial .stalements present fairly, 
in all material respects, tlie financial position of Sears, Roebuck ai id Co. as 


ofjanuary 2, 1999 audjanuaiy 3,1998 and die results ofits operations and 
its cash flows for each of the three years in the period ended January 2, 1999 
ill conformity with generally accepted accounting principles. 

As described in Note 1 to the consolidated financial statements, 
elfective January 1,1997 the Comjiany cliaiiged its metliod of accounting 
for sales of securitized accounts receivable as rec|uired by Statement of 
Financial Accouiuiiig Stamlards No. 123, “Accounting for Transfers and 
Semcing of Financial Assets and Extinguishments of Liabilities.” 


Deloitte &'louche LLP 
Chicago, Illinois 

February 11,1999, except for paragrajihs 1 and 3 o( Note 10, as to which 
the date is March 10, 1999 
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SEARS, ROEBUCK AND CO. 

Five-Year Summary of Consolidated Financial Data 



iiiilhoiis. except per coiiiinoii xiiare and shareholder data 

H 1998 

1997 

1996 

1995 

1994 

OPERATING RESULTS 

Revenues 

$ 41,322 

$ 41,296 

$ 38,064 

$ 34,835 

$ 33,021 

Costs and expenses 

39,41)7 

39,302 

35,981 

33,130 

31,567 

Operating income 

1,855 

1,994 

2,083 

1,705 

1,454 

Other income, net 

28 

144 

30 

27 

31 

Income before income taxes, 

minority interest and extraordinary items 

1,883 

2,138 

2,113 

1,732 

1,485 

{ucome taxes 

7()(j 

912 

834 

703 

614 

Income from continuing operations 

1,072 

1,188 

1,271 

1,025 

857 

Income from discontinued operations 

— 

— 

— 

776 

402 

Extraordinary (loss) gain 

(24) 

— 

— 

— 

195 

Net income 

1,048 

1,188 

1,271 

1,801 

1,454 

FINANCIAL POSITION 

Retained interest in transferred credit card receivables 

8 4,294 

$ 3,316 

$ 2,260 

$ 5,579 

$ 3,543 

Credit card receivables, net 

17,972 

19,843 

19,303 

14,527 

14,658 

Merchandise inventories 

4,816 

5,044 

4,646 

4,03.3 

4,044 

Property and equipment, net 

6,.380 

6,414 

5,878 

5,077 

4,253 

Net assets of discontinued operations 

— 

— 

— 

— 

7,231 

Total assets 

37,675 

38,700 

36,167 

3.3,130 

37,312 

Short-term borrowings 

4,624 

5,208 

3,533 

5,349 

6,190 

Long-temA debt 

15,045 

15,632 

14,907 

11,774 

9,985 

Total debt 

19,669 

20,840 

18,440 

17,123 

16,175 

Percent of debt to ec[uity 

324% 

356% 

373% 

391 % 

453% 

Shareholders’ ecjiuty 

$ 6,066 

$ 5,862 

$ 4,945 

.$ 4,385 

$ 10,801 

SHAREHOLDERS’ COMMON SHARE INVESTMENT 

Book value jier common share 

$ 15-82 

$ 15.00 

$ 12.6.3 

$ 10.40 

8 29.78 

Shareholders 

233,494 

235,336 

243,986 

2.56,624 

262,387 

Average common and equivalent shares outstanding 

.392 

398 

399 

394 

389 

Earnings per common share - diluted 

Income from continuing operations 

S 2.74 

$ 2,99 

$ 3.12 

$ 2.53 

$ 2.13 

Income from discontinued ojAeralions 

— 

— 

— 

1.97 

1.03 

Extraordinary (loss) gain 

(.06) 

— 

— 

— 

0.50 

Net income 

.$ 2.68 

$ 2.99 

S 3.12 

$ 4.50 

$ 3.66 

Cash dividends declared per common share 

$ .92 

$ .92 

$ .92 

$ 1.26 

$ 1.60 

Cash dividend payout percent 

34..3% 

30.8% 

29.5% 

28.0% 

43.7% 

Market price - per common share (higli-lovv) 

65 - 39J/ui 

65'/,-38% 

53%- 38/ 

60 - 30 

55%-42% 

Closing market price at December 31 

42 '/a 

4 5/1 

46 

39 

46 

Price/carnings ratio (high-low) 

24 - 15 

22- 13 

17- 12 

16- 12 

15 - 12 

0|)('rati(ig results and financU! |jositioii rellect the 1995 clis|)(isitioiis oh Allstate t 

iikI Homan as discoutinutd 

opcratir)ris. 





The [lercein of ilcbt to equity i.s calculutctl using e(|uity Ironi continuing ojierations. 

The 1995 iince/earnings ratio was calculatcti on a continuing ojjcrutious basis. 

Stock |jrices have not been restatcti to reflect the Allstate (listrihulion. 

Certain prior year inlovmation has been reclassified to conlijrnt with cui rent year |)resentati(>n. 
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For shareholder infdnnation 


call Sears toll-feee'^f^ 

i- 80 (KSEARs«) ix-m-imm 


Full service is available Monday through 
Friday, 8 a.m. to 7 p.m. Eastern Time. 
Automated service is available 
24 hours a day, seven days a week. 

Here are the options you will hear when you call: 


1 i 


Information about vSears Direct Purchase Stock Plan. 



Information regarding your shareholder accoutit, 
investment plan, stock certificate or dividend check. 



How to request recent copies of 
the company’s financial reports. 



Sears rno.st recent stock price inforniation. 



Other financial information. 


MNoj 

6 I 


Repeat the menu options. 


TEAR ALONG PERFORATION AND SAVE 





You can buy Sears 
common stock directly 
through Sears Direct 
Purchase Stock Plan 

FEATURES 

• Purchase stock directly from Sears with a $500 Initial 
investment, up to $150,000 annually. Make additional 
investments of as little as $50 weekly. 

• Build your investment by making additional purchases by 
check, money order, or automatic deductions from your 
checking or savings account. 

• Reinvest all, part, or none of your dividends. Receive cash 
dividend payments through direct deposit or by check. 

• Sell shares held through the plan with a phone call. 

• Transfer shares, make gifts of shares, deposit your stock 
certificate for safekeeping, or request a certificate for 
whole shares at any time. 


BENEFITS 

• Shares purchased for your account are held in electronic 
safekeeping by First Chicago Trust Company, the plan 
administrator. 

• Funds are fully invested through the purchase of fuli and 
fractional shares. 

• You will receive shareholder reports and publications. 

• Transaction costs are considerably less than those of 
a broker. 

• The plan is entirely voluntary. 


This communication shall not constitute an offer to sell or 
a solicitation of an offer to buy. Please read the prospectus 
before investing or sending money. 


Call 1-800-SEARS-80 (1-800-732-7780) 
to inquire about the plan. 

Cali 1-888-SEARS-88 (1-888-732-7788) 
to request plan materials. 



SEARS, ROEBUCK AND CO 


Market Risk (UiuuKliietl) 



The following tables provide iiifonnation about the Company's derivative financial instruments and other financial instruments that are sensitive to 
changes in interest rates. The Company's policy is to manage interest rate risk through the strategic use of fixed-rate debt, variable-rate debt, and interest 
rate derivatives. The counteqaarties to tlic derivative agreements are major financial institutions with credit ratings primarily of AA, thereby minimizing 
the risk of credit loss. For interest rate derivatives, the table presents notional amounts and weighted-average interest rates by contractual maturity dates. 
Weighted-average variable rates are based on rates in effect at the most recent reset date. The fair value of the Company’s long-term, fixed-rate debt was 
estimated by discounting esdmated cash flows based on the Company’s current borrowing rates for debt with similar maturities. The interest rate derivative 
financial instruments were valued based on tlie instruments' termination value at year end. The carrying amounts of short-term debt and long-term, 
variable-rate debt approximate fair value. All items described in the table below are non-trading. 


|l998 1 

ciollars in miltioii.H 

1999 

2000 

2001 


2002 


2003 

Thereafter 

Total 

Fair Value 

Liabilities: 











Commercial paper 


$ - 

$ — 

$ 


$ 

— 

$ — 

S 4,46.3 

$ 4,463 

Average interest rate 

5.,‘}0% 










Bank loans 

$ 161 

S 

$ 

$ 


$ 


S — 

S 161 

$ 161 

Average interest rate 

Iwong'term del>t. incJtuling current portion 

.'>.21% 










Fixed rate amount 

S1J13 

S 1,947 

S2,332 

$1,587 

$2,416 

$4,716 

$14,311 

$14,966 

Average intere.st rate 

7.60% 

6.81% 

6.9.3% 


6.94% 


6.44% 

7.19% 



Variable rate amount 

$ 80 

$ 25 

$ 102 

$ 

— 

$ 

4 

$ 84 

$ 295 

$ 295 

Average interest rate 

4.80% 

5.28% 

5.71% 




6.23% 

5.71% 



Interest rate derivative financial instrtiments related to debt: 











Pay floating rate, receive fixed rate 

$ 555 

$ 250 

$ - 

$ 

— 

$ 

— 

$ — 

$ 805 

$ 9 

Average pay rate 

,5.31% 

.5.28% 









Average receive rate 

6.7.5% 

6.87% 









Pay fixed rate, receive floating rate 

S 65 

S 200 

$ 98 

$ 

65 

$ 

— 

$1,071 

$ 1,499 

$ (176) 

Average ])ay rate 

9.40% 

7.05% 

4.95% 


9.54% 



6.56% 



Average receive rate 

5.05% 

5,21% 

5..36% 


5.36% 



5.56% 




1997 


clullars III niilluiiis 

1998 

199.9 

2000 

onni 

2002 

Thereafter 

Total 

Fair Value 

Liabilities: 









Commercial paj)er 

$5,100 

$ — 

$ — 

$ — 

$ — 

$ - 

$ 5,100 

$ 5,100 

Average interest rate 

5,89% 








Bank loans 

$ 108 

% 

$ — 

$ ■ 

$ — 

$ — 

$ 108 

$ 108 

Average interest rate 

5.92% 








Long-term debt, including current portion 









Fixed rate amount 

$2,297 

$],321 

$2,108 

$2,343 

$1,588 

$.5,086 

$14,743 

$15,391 

Average interest rate 

8.91% 

7,61% 

7.67% 

6.91% 

6.94% 

7.05% 



Variable rate amount 

$ 250 

.$ 80 

$ 25 

$ 110 

$ — 

$ — 

S 465 

$ 465 

Average interest rate 

5.71% 

5.66% 

5.89% 

4.27% 





Interest rate derivative financial instruments related to dcl)t: 









Pay floating rate, receive fixed rate 

s — 

$ 555 

$ 250 

S — 

$ — 

$ — 

$ 805 

$ 12 

.Average pay rate 


5.72% 

5.72% 






Average receive rate 


6,85% 

6.87% 






Pay fixed rate, receive floating rate 

$ — 

$ 70 

$ 200 

$ — 

$ 70 

$1,152 

$ 1,492 

S (84) 

Average pay rale 


9.40% 

7.05% 


9..54% 

6.50% 



Average receive rate 


4.01% 

5.81% 


4.01% 

5.81% 
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ROEBUCK AND CO. 


Quarterly Results (Uiiaaditecl) 




First Quarter 

Second Quarter 

Thirc 

1 Quarter 

Fourth Quarter 


Year 

millions, except per common share data 

1 1998 

1 1997 

1 1998 1 

1997 

1 1998 

1997 

1 1998 

1997 

1 1998 

1 1997 

Revenues 

S9,163 

$8,732 

$10,2.58 

$9,700 

$9,743 

$9,782 

$12,1.58 

$13,082 

$41,322 

$41,296 

Operating income 

222 

357 

r)6() 

121 

173 

592 

894 

924 

Q855 

1,994 

Net income 

13.‘J 

182 

336 

117 

44 

353 

535 

536 

1,048 

1,188 

Earnings per common share - diluted 

0.34 

0.46 

0.85 

0.29 

0.11 

0,89 

1.39 

1.35 

2.68 

2.99 

Excluding impact ol'uoncomparable items 
Operating income 

188 

294 

537 

538 

478 

508 

946 

884 

2,149 

2,224 

Net income 

312 

179 

318 

31 1 

298 

301 

572 

512 

1,500 

1,303 

Earnings per common share - diluted 

0.28 

0.45 

0.80 

0.78 

0.76 

0.76 

1.48 

1.29 

3.32 

3.27 


1998 tiuncomparabic items consist of ini|)aii'nient cliaiges related to tlic sale of Wescerii Auto and HoiiieLirc, an extraovdinaiy loss on the early extingulsliment of debt and the impact of 
SFAS No. 125 accounting. 

1997 noncomparable items consist of the credit reaffirmation charge, implementation of SKAS No. 125, the sales ol the Company's interests in Sears Mexico and Advantis, 
the Parts .America conversion and the postretirement file insurance curtailment gain. 

The fourth c|uarter pretax LIFO adjusiments were credits of $()4 and $47 million in 1998 and 1997, compared with charges ul SSO million for the first nine months of the respective years. 
Total ofquarterly earnings per common share may not cc|ual the annual amoiini because net income per common share is calculated independently for eadt c|uarter. 

Certain quarterly information has been reclassified to conform mth year-end pre.seniation. 


Common Stock Market Information and Dividend Highlights (Unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 


Year 

dollars 

1998 

1997 

1 1998 1 

1997 1 

1998 

1 1997 

1998 

1997 

1 1998 

1 1997 

Stock price range 

High 

59% 

56 id 

65 

54K 

6.3y.fi 

65‘/. 

.50% 

57% 

65 

65% 

Low 

42% 

4414 

5,5Vis 

45 

40^1« 

53%ti 

39KI6 

38/4 

39!d« 

38% 

Close 

.58*/, 

51!/4 

()2,kis 

53% 

41% 

57 

42% 

46/,; 

42% 

46Th. 

Cash dividends declared 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.92 

0.92 


Stock price ranges are for the New York Stock Exchange (trading svnibol - S), which is the |)rincipal market for the Coni|)any’s common stuck. 

The number of registered common shareholders at Feb. 2S, 1999 was 251,331. 

In addition to the New York Stock Exchange, the Company’s common stock is listed on the following exchanges: Chicago; Pacific, San Francisco; London. England; 
Amsterdam, The Netherlands; Swiss., EBS; anci Dusseldorf, Germany. 
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c: C) M M u N rr Y leadership 


adding value to the community 




Home improvement expert Bob Vila 
and Sears Volunteers ioin with 
American Red Cross to help Little 
Rock, Ark. residents rebuild after 
devastating tornadoes. 

Inseh 

In the Chicago area, families 
participate in Sears Theater Fever. 


Through vokititeerism and associate contributions, corporate donations and 
community relations prograniii, Sears continues its long-standing commitment 
to enhance relationsliips with customers and their families in communities 
throughout the nation. 

Sears associates and retirees enthusiastically embrace volunteerism in their 
local communities. In early 1998. for example, Sears increased its commitment 
to retired General Colin L. Powell’s America’s Promise campaign by 100,000 
volunteer hours - pledging to reacli 300,000 volunteer hours by the year 2000. 
To date. Sears Volunteers have contributed well over 1 00,000 hours of service. 

Nationwide, Sears contributed $ 17.3 million to community organizations 
in 1998, including $.5.7 million to the United Way. In addition, Sears associates 
contributed $5.4 mithoii through the company’s unique workplace giving 
campaign, which allows greater associate choice in designating health, human 
services and etiviromnental organizations to receive contributions. 

The company’s commitment to the enviroment was reflected in the fact that in 1998 alone Sears 
recycled nearly 12 million dres, I million liglu bulbs, 5 million liacteries and 40,000 tons of other materials, 
including plastics, hangers and corrugated cardboard. 

Hurricanes Georges and Mitch, fires in Orlando Fla., East Coast ice storms and a number of floods 
made 1998 one of the most expensive years ever for disasters, according to the American Red Cross. Sears 
and its associates helped families recoi er through donations to the American Red Cross and otlier relief 
efTorts. To ftirther strengthen its support. Sears became a $] million Red Cross sponsor beginning in 1999. 

Sears also lielped raise more than $1 million in financial support for Gilda’s Club, a non-profit meeting 
place for people living witli cancer, tlteir families and inends. New cluifliouses were opened in three cities in 
1998, with five more scheduled for 1999 - whitii will bring the total to 11 nationwide. 

As part of the company’s back-to-school campaign in 1998, Sears and its vendor partners committed to 
provkliiig one million article.s of clothing to kids in need, working through nonprofit organizations across the 
country. The $2 million Sears inveshnent represents the largest single-year donation in the company’s history. 

In Chicago, the company’s hometown community. Sears announced it would contribute more than 
$5 million over three years to programs and services that 
strcngtlren families tlirough Sears Family Enrichment Fund, 
the largest conmiitinent of its kind ever made by a Chicago 
corporatioir. This innovative program brought the Chicago 
Symphony Orchestra to families in diverse neighborhoods 
through “Sears Adventures in Music,” allowed families to 
experience tlie power and magic oflive dieater dirough 
“Sears Theater Fever,” ofTered family literacy programs at 
libraries through “Sears Storytiines,” and sponsored more 
tha»i 1.000 wellness events for adults and children through “Sears Family Fun Nights at the Y.” In addition, 
more than 8 million people experienced Sears “Pier Walk ’98,’' the world’s largest outdoor sculpture exliibit. 
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SEARS, ROEBUCK AND CO. 


Board of Directors 



Brenda C. Barnes 1.2 

45, former presideniand chief executive officer of PepsiCola North America 1996-1998; 
clnefoperatingofficer of PepsiCola North America 1994-1996. Director, Avon Products, Inc.; 
Sunvood Hotels &: Resorts: and The New York Times Company. Sears diiectitr since 1997. 

Arthur C. Martinez 

59. chain nan. jtiesidetit and chief executive officer since 1995; chairman and chief executive 
officer of die former Merchandise Group 1992-1995. Director, Anieritech Corporation; the 
National Urban League; and Nortiiwesteni Memorial Hospital. Sears director since 1995. 

Clarence B. Risers, Jr. 2*, 3 

69, chaimtan of Equifax Inc. since 1992; chief executive officer of Eiquifax 1989-199.5. 
Director. ChoicePoiiit. Inc.; Briggs Sc Stratton Corporation; Morgan Stanley Dean Witter 
& Co.; and Oxford Industries. Iiic. Sears director since 1980. 


Alston D, Correll, Jr. 1,2 

57, chairman, chief executive officer and president of Georgia-Pacific Corptiration since 1993; 
president and chief operating officer of Georgia-Pacific 1991-1993. Director. Georgia-Pacific 
Corporation; SunTrust Banks, Inc.; and The Southeni Company. Sears director since 1996. 

Micihael A. Miles 2,3* 

59, chairman and chief executive officer of Philip Morris Companies Iiic. front 1991 until bis 
retirement iu 1994. Director. The Allstate Corporation; Morgan Stanley Dean Witter Sc Co.; 
Dell Computer Corp.; and Time Warner Inc. Sears director since 1992. 




Warren L. Batts 1*. 3 

66, chairniaii and chief executive ollicer of Tuppcrwarc Corporation from 1996 until his 
retircnient in 1997: ciiainnan of Premavk Imematioiial. Inc. from 1996 until his retirement in 
1997; chainiian and chief executive officer of Premark 1986-1996- Director, The .Allstate 
Corporation; Cooper Industries, Inc.; and Sprint Corporation. Scars director since 1986. 


Hall Adams, Jr. 1,3 

6.5, chairman and ciiief executive officer of Leo Burnett Company, Inc. from 1987 until 
his retirement in 1992. Director. McDoruld's Corporation and The Dun Sc Bradstreet 
Coiporation. Sears director since 1993. 


Dorothy A. Terraii i. 2 

5.3, president, services group iind senior vice president, corporate operations, Natural 
Microsystems Corporation since 1998; president of SunExpress and corporate executive 
officer of Sun Microsystems, Inc. 1991-1997. Director, General Mills, Inc.; Herman Miller. 
Iiic-: and Mas.saclmsetts Technology Development Corporation. Sears director since 1895. 

Patrick G. Ryan 2.3 

61, chairman and chief executive officer of Aon Corporation since 1990; president and chief 
executive offi't.'er of Aon since 1982. Director, ’TVibune Company. Sears director since 1997. 




Richard C. Notebaert 1. 3 

51. chairman, [ircsideiit and chief executive officer of Am.entech Corjtoration since 1994; 
presidci.iiand chief operating officer of .Anieritech 199.3-1994: vice diaimian of Ameritech 
1993. Sears director since 1996- 

Hugh B. Price 1, .1 

57, president and chief executive officer of the National Urban League since 1994; vice 
president of Rockefeller Foundation 1988-1994. Director, Bell Atlantic Corporation and 
Metroixilitan Life Insurance Company. Sears director since 1997. 


Committee Membership: 

1. Audit Committee 

2. Compensation Committee 

3. Nominating Committee 
* Chairman of Committee 

Note: 

Donald H. Rumsfeld, chairman 
of Gilead Sciences, Inc., retired 
from Sears Board of Directors 
on May 14,1998. 
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SEARS, ROEBUCK AND CO. 

Executive Officers 


Arthur C. Martinez 

59, chainnan, president and chief executive officer 
since 1995. Chairman and chief executive officer 
oftliefoniier Merchandise Group ^992-1995. 

1965, Har^’ard University; 13. S., I960, 

Poh technic University-, 

Paul A. Baffico 

52. president of Automotive Group since 1993., 
Chainnan. chief executive officer of Western Auto 
Supply Co. 1993-1995; vice president ofSears 
Product Services 1992-1993. B.A., 1968, 

University of San Francisco. 

James R. Clifford 

53, president and chief operating officer of Full-line 
Stores since 1998. President and chief operating 
officer of Sears Canada, Inc. 1996-1998; senior 
vice president and chief financial officer of Sears 
Canada, Inc. 1993-1996. M.B.A., 1971, Seatde 
University; B.B.A., 1968, Cleveland State. 

Mark A. Cohan 

50, executive vice president of marketing since 
January 1999. Senior vice president of merchandis¬ 
ing 1998-1999: chairman and chief executive officer 
of Bradlees, Inc. 1994-1997; chainnan and chief 
executive officer of Lazarus Department Stores, 

Inc., a division of Federated Department Stores. 
Inc.. 1988-1994. M.B.A., 1971: B.S., 1969, 
Columbia University. 


FUJRIOA STATE UNIVERSITY 

3 1254 02991 2298 


Anastasia D. Kelly 

49, executive vice president, general counsel 
and secretary since March 1999. General counsel 
and secretary of Fannie Mae, 1996-1999, and 
senior vice president, 1995-1999; partner, 

Wilmer, Cutler Sc Pickering, 1985-1995. J.D., 

1981, George Washington University; B.A., 

1971, Trinity College. 

Alan J. Lacy 

45, president of Credit since 1997 and chief 
financial officer from August 1998 to March 21, 
1999. Executive vice president and chief financial 
officer 1995-1997; senior vice president of finance 
of the former Merchandise Group 1994-1995: 
vice president of financial services and systems 
of Philip Morris Companies, Inc. and president 
of Philip Morris Capital Corporation 1993-1994. 
M.B.A., 1977, Emory University; B.S., 1975, 
Georgia Institute ofTechnology. 

Robert L MetHer 

58, president, inerthandi.sing of Full-line Stores 
since 1996. President of apparel and home fashions 
1993-1996. B.S., 1962,Unh'ersityofVirginia. 

Gerald N. Miller 

51, senior vice president and chief information 
officer since 1998. Vice president of logistics 
information systems, 1995-1998; senior systems 
director 3994-1995. B.S., 1970, Long Beach State. 

Wfitiam G. Pagonis 

57, executive vice president oflogistics since 1994. 
Senior vice president 1993-1994. M.B.A., 1970; 
B.S., 1964, Pennsylvania State University. 


William L. Salter 

55, president ofHome Stores since 1996. President 
of'hardlines 1995-1996; Wee president and general 
manager ofhome appliances and electronics 1993- 
1995. B.A., 1965, Wake Forest University. 

John T. Sloan 

47, senior vice president of human resources since 
1998. Vice president of human resources, full-line 
store operations, 1996-1998. Senior vice president 
of administration, Tribune Company, 1993-1996. 
M.B.A.. 1976, Fordham University; B.S., 1974, 
Cornell University. 

Richard J. Srednicki 

Sl.pre.sident ofHome Services since 1998. 
President and chief executive officer, Universal 
Card Services, of ATfcTCorp. 1997-1998; 
business manager of Citibank Germany 1994- 
1997. M.B.A., 1975, Northwestern University; 

B.S., 1973, Ripon College. 

Allan B. Stewart 

56, president, of FuU-line Stores since 1993. Senior 
executive vice president of retail store operations 
1989-1993. B.A., 1964, Bucknell University. 

Jane J. Thompson 

47, president of Sears Direct since 1998. President 
of Sears Home Services 1996-1998; executive nee 
president and general manager of Sears Credit 
1993-1996. M.B.A., 1978, Harvard University; 
1973, University of Cincinnati. 
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SEARS, ROEBUCK AND CO. 




Company Information 


Headquarters 

Sears, Roebuck and Co. 

3333 Beverly Road 

Hof!nian Estates, Illinois 60179 

847/286-2500 

Annual Meeting 

The Annual Meeting of Shareholders of 
Sears, Roebuck and Co. will be held in the 
Penthouse Theatre of the Apparel Mart, 

15th floor, 250 Spring Street, Adanta, Georgia, 
on Thursday, May 13,1999, at 10 a.m. 

Investor Information 

Financial analysts and investment professionals 
should direct inquiries to: 

Investor Relations 
847/286-7385 

OtheiT Information 

Written requests for information should be 
addressed to: 

Public Reladons and Communications 
Sears, Roebuck and Co. 

3333 Beverly Road 
Hoffman Estates, Illinois 60179 

Customer Retations 

847/286-5188 

Home Page 

www.sear3.com 


Financial/Shareliolder Information 

You may call Sears toll-free at 1-800-SEARS-80 
(1-800-732-7780) for any of the following: 

• Transfer agenf/shareholder records 
For information or assistance regarding 
individual stock records, investment plan 
accounts, dividend checks or stock certificates, 
please call the toll-free number above, or write 
our registrar: 

Sears, Roebuck and Co. 
c/o First Chicago Trust Company of New York 
a Division ofEquiServe 
P.O. Box 2552 

Jersey City, New Jersey 07303-2552 

E-mail address: fctc@em.fcnbd.com 

First Chicago website: 

http://www.equiserve.com 

TDD for hearing impaired: 201/222-4955 

PImsc use the following address for items 
sent by courier: 

First Chicago Trust Company of New York 
a Division of ElquiServe 
14 Wall Street 
Mail Suite 4505 - 8th Floor 
New York, New York 10005 

• Most recent stock price information 

• Free copies of the company’s financial reports 
Sears, Roebuck and Co. 1998 Annual Report 
and interim financial information. 

Audio-cassette tape of the 1998 Annual Report, 
for the visually impaired. 

Form 10-K Annual Report filed with the 
Securities and Exchange Commission. 

• Information on Sears Direct Purchase 
Stock Plan 

Prospective shareholders, and shareholders 
whose shares are held by a broker or bank, 
should call 1-888-SEARS-88 (1-888-732-7788). 


The following trademarks and service marks appearing 
in this 1998 Annual Report art. the propertf'^.Sears, 
Roebuck and Co. or its wholly-owned subsidiaries: 
l-800-4-MY-HOMEr ’‘A Whole Houseful ofServices 
from Someone You Know,”*** Apostrophe,® Canyon River 
Blues,® Circle of Beauty,** Craftsman? Crafisman Power 
^Hand ToclsJ’' CRB,™ CRB Khakis,® Crossroads,™ 
DieHardf Easy Living,® Fieldmaster? The Great 
Indoors,*" Kenmore,® NTB,® NTB National Tire & 
EJattery™ Orchard Supply Hardv.'are? PartsDireci,*" 

Redi Drill,™ Satisfaction Guaranteed or Your Money 
Back,*" Scars? Sears Auto Center?* Sears Canada?* 

Sears Card*" Sears Direct Purchase Stock Plan* Sears 
Family Enrichment Fund,*" Sears Hardware,*" Sears 
HomeCentral? Sears Home Services,*" Sears Mexico,*" 
Sears University?* ShoiuPlace^ The Many Sides of 
Sears,*" The Softer Side of Sears? SmartReach,™ Time 
Out,™ TKS Basics,*^" WeadierBeater? Wish Book,® 
Workweai^ 

© Sears, Roebuck and Co. 1999 
@ Printed on recycled paper 



